=AY Paris, 26th August 1924,
.

Summary of the London Agreement.

- - -

In the Frotocol snd Arnnexes I to III of the London Agreement the
A11ied Covernments, the Keparation Commission end the Cerman Government cone
firmed their aceeptance of the Experts' Plan and sdopted & program for putting
it into full effect by the end of October, enumerating the steps to be taken
in restoring Cermen eccnomic end fiscel unity. They eluborated certein
provisions of the Plan, particularly with reference to deliveries in kind., The

Experts baving emphasized the necessity of expending almost exclusively within

Germsny the sums availeble for Tresty payments during the next two years, deliveries
in kind are expected to constitute 2 considerable part of the peyments to the Alli
under the early annuities. <frovision was made in the Agreement for a spéeial Al
Cermen committee to work out & praetical system of plaecing and exeouting orders =
to consider the practical espplication of the prineiple that these del iveries show
not be of &n anti-economic charecter, It was further agreed, under conditions
designed to safepuard the meintensnce of Cerman economic =nd sceisl life, that
deliveries of cosl, coal-derivatives, dyestuffs, ete., should be continued sfter the
specific Treaty otligations respecting delivery of these commodities hed been ful-
filled, Wachinery was provided for srbitration of disputes which might arise over.
certain questions coneerning deliveries in kind snd the transfer of funds in the
\ technical

hends of the Agent Ceneraly also of complaints regsrding defects in the/working of

the Plan so far &s relates to collection of payments and control of securities

therefor, and of all disputes coneerning the interpretation of the Plan or of the

Germen legislation enmcted in pursusnce of it,
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fmongst themselves the Allied Governments in Article 1 of Arnex IV

adopted an amendment b0 the Treaty providing that when the Reparation Commission
is deliberating on any point relating to the Ixperts' Heport, & citizen of the
United States shell teke part in the discussions and shall vote as a fifth
member of the Commission on full equality with the other members., This
member is to be sppointed by unanimous vote of the Repsretion Commission, or
failing unanimity, by the President of the Permsnent Court of Internatiomal
Justice, and the appointment is to lapse if the United Stet es should be
officially represented on the Heparation Comuission. The Allied Covernments
further dealt with the matter of decisions by the Commission grenting or reject-
ing applications to declere Cermeny in default under the Eeparation clesuses of
the Treaty or under the Experts' Plan, They sgreed by smendment to the Treaty
that any such decision by & majority might be apperled by ény member who partie
cipated in the vote to & permmnent sarbitral commission of three impartisl and
independent persons, whose decision shall be final. This Commission, the
president of which is to be sn American, will be appointed by unsnimous vote of
the Hepsration Commissén, or failing unenimity, by the President of the Permsnent
Court of Internstionsl Justice. The Governments further agreed that sanctions
will not be imposed under Article 18 of Annmex II to Part VIII (Reparstion) of 4
the Tresty, (which refers to "voluntary defrult by Germeny”) unless = default
hes been esteblished within the memning of Seetion III of Part I of the Experts'
Report (which refers to "flagrant failure to fulfildl the conditions sccepted
bty common egreement”). In &rticle 2 the 4llied Governments dedlare that in
this case,

"soting with the consciousness of joint trusteeship for

the finencial interests of themselves &nd of the persons

who advance money upon the lines of the said plan, they

will confer et once on the neture of the sanctions to be

applied and on the method of their rapid snd effective
application."
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In Article 3 they

"declare thet in case sanctions have to be imposed
in conséguence of s default by Germany they will
sefeguard any speeific securities which may be
pledged to the service of the loan."

and that

"they consider the service of the loan as entitled g
to absolute priority es regards many resources of
Cermany so far as such resources may have been
subjected to 1 general charge in favour of the said
lotn and also a8 regards eny resources that mey
erise as & result of the imposition of sanotions.”

In Article 4 they agree thet

"Any dispute between the signatory Governments
arising out of Articde 2 or 3 of the present
Agreement shall, if it cannot be settled by
negotistion, be submitted te the Permanent Court
of International Justice.”
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More letailed Sumuary of Important Specific Frovisions
of the London Egreement.

- T -

The Special Conmﬁt&.o on deliveries in kind will determine satisfactory
methode of pleeing orders end securing deliveries which shall adhere, so far as
possible, to ordinary commereisl usmge; will exsmine "the best means of epplying
the provisions of the Experts' Keport relative to the limitation of deliveries to
those which are not of an anti-economic character", end will recommend "the measures
to be taken sgainst any persons who may infringe the prohibition against re- 7
exportation of deliveries", The Committee will consist of three members of
Allied nationalities and three Cermens. In case of differences it will co-opt
an additional member of neutral nationality, to be chosen by agreement or in
default of agreement, by the heparation Commission, The decisions of this
Committee are subject to approwsl of the Heparation Commission and of the Trensfer
Committee insofar es the latter is concerned and are nol to be modified without
the consent of Germany. ihe programs of del iveries are to be leid down by the
Reparation Commission after consultation with the Trensfer Committee.

Under the reparetion clauses of the Trealy C. rmeany sccorded options

for delivery of certain quantities of specified commodities, including ocoal and

coke, up to 1930, sulphate of amconia up to Jenuary 1823, dyestuffs snd chemicel

drugs up to Janusry 1926, The Agresment provides that del iveries of these =
commodities in pertiocular end of others mentioned in the Tresty shall continue

after the fulfillment of the Ireaty obligations. The reriods for which the

deliveries will run sre to be determined by the special gommittee snidaliveries

in kind which may slso exclude ce-tein products 1f ihey are indispsnsatle for the
protection of the Cerman netionel esonomy. The programs of delivery, after
consultation with the Transfer Committee are to be lald down by unenimous vote
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of the Heperation Commission in agreement with the Germsn Government. Failing
unenimity of Reparation Commission or egreement with the Germsn Government the
programs of deliveries are to be prescribed by =n arbitral commission, This
commission is to be appointed in rndvence by egreement between the Feparation
Commission aoting unsnimously and the German Government or in default of agreement
by the President of the Fermsnent Court of International Justice., The Chairman
ghall be an American,

All programs for deliveries in kind, whether laid down ty the
Reparation Commission or by the Arbitrs]l Commission, shell be fixed "with due
regerd to the possibilities of production in Germeny, to the position of her
supplies of raw materials and to her domestic requirements in so far as is
necessary for the maintenance of her social and economic life snd also with due
regard to the limitetions set out in the Experts' Report." “The amounts of
deliveries in kind sare autommtically limited by the annuities presoribed in the
Experts' Plan, which embrace sll amounts for which Germeny is liable to the
Powers for costs arising out of the "ar, They are further subject to the limits
fixed by the Iransfer Commitiee with & view to the maintensnce of the German

exchanpge,

Under the Plan the Transfer Committee mey on the instructions of the
Reparation Commission and at the request of creditor states by debiting their
reparation accounts transfer merks to private individuals for the purpose of
mking purchases in Cermany. The Agreement provides that differences of opinien
between the Transfer Committee and the Cerman GCovernment regerding clesses of
property in which these investments may be made and regsrding memsures o ensure

that investments shall not bhe temporary shall be referred to an arbitrator chosen

by sgreement or, failing agreement, by the President of the Permanent Court of

International Justice. If desired by the Germsn CGovernment this arbitrator
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He shall give consideration to the principles enuncisted by the Plan, nemely that
the investment must not de of & temporary charecter and that "the Cerman Covern=
ment is required to have due regsrd to the necessity for making maximum pesyments
to its oreditors, but is elso entitled to heve regard to mmintaining its control
of its own internal economy."

The iAgreement provides that the question of the existence of "concerted
financial menceuvers" for the purpose of preventing tranafers of funds outside of
Germeny (Annex 6 of the Plan) ghell be referred to sn Arbitrator in cszse the
Transfer Comittee is equelly divided, e shall be a financiel expert chosen by
agreeent of the Comittee or falling agreemsnt br the President of the Permanent
Court of Internstional Justies. On all other questions if the Transfer Committee
is equally divided the Cheirman shall have = casting vote,

Fhen the undistributed funds in the hhnda‘ of the Ag.:ent Genersl reach
the 1imit contemplated by the plen s decision of = majority of the Transfer
Committee thet certein messures to defest concerted financisal manoeuvers should
not be taken or that such mmnoeuvers have not taken plece may be appesled by a :
member of the minority to an Arbitral Tribumal of three financial experts, the
chairmen of which shall be sn /merican. This Tribunel will be sédected in the
ste manner ag the Lrbitrator referred to in the previous paragraph. )

Any compleints by en interested government (Allied or German) regarding
defects in the technical working of the Plan, so far es relates to the collestion
of German peyments or the control of securities therefor, may be addressed to the
Repsration Commissbpn which will obtain the advice of & committee consisting of
the Agent Ceneral, the Trustee or Trustees and the three Commissioners. If the '
hepnntioﬁ Comaission is not unanimous in its findings or if its decision is not
accepted hy the German government any of the parties interested may submit the

question 10 en arbitral committee of 3 persons chosen by sgreement between the

Reparstion Commission acting unsnimously and the Germen government oy in defsult
jzed for FRASER
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of such sgreement by the President of the Court of International Justice.
Subject to powers of interpretation conferred on the Reparztion
Commission by fara. 12 to %Annex II of “art VIII of the Treaty, disputes
arising between the Heparation Commission and the Cermsn government regarding
the interpretstion of the Plan or the Uerman legislation enected in execution
of it shall be submitted for decision to three srbitrators sppointed for five
years; one by the Heparation Commnission, one by the Germen government snd the
third by sgreeuent, or failing thet, by the President of the Court of Inter-
national Justice. iending decision the Arbitrators may order sny appropriste
provisione]l messures Lo avoid interruption in the working of the Blen end to

safegunrd the rightis of the parties,
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On account of the one milliard gold marks which according
to the schedule of payment of May 5, 1921, Germany has to pay
until August 31, 1921, there have been paid so far 300 million
gold marks, There remain to be paid, therefore, within six weeks
700 million gold marks. Part of this latter sum has been provided
for thru credit operations and otherwise by the German Government,
but in any event Germany will hawve to buy in the open market until
August 31 an amount of foreign exchange which may safely be estimated
at between 400 and 500 million gold marks.

The purchases of foreign exchange so far made by Germany have
had a disturbing effect not only on the rate of exchange of the
Reichsmark but on the exchange markets thruout, Since the beginning
of those purchases the U. S. Dollars have risen remarkably to the
detriment of all European exchanges. That phenomenon was at first
attributed to the request of the Reparation Commission that all
payments by Germany should be made in U. S. Dollars, It has to be
stated, however, that the rise of the dollar has continued altho some
time ago the Reparation Commission did no longer ask for U. S. Dollars
but for payments in the currencies of the allied countries and tho the

_German Government, of course, has ceased to purchase American money.

It is interesting amnd somewhat strange to see that in a general way

the rates of exchange of the other European countries do follow the
movements of the Reichsmark in respect to the U. 5. Dollar., From

May to the middle of July the Pound Sterling has fallen from about

$4 to $3.65 (cable rate) whereas the Dutch Guilder in the same time
weakened from about 35 cents to about 32 cents, When quite lately the
mark rose in New York from 1,28 to 1,35 there was a corresponding
improvement of the other European rates as against the U. S. Dollar.

There is no other satisfactory explanation to be found for the
disturbing and disquieting state of affairs except the powerful
influence of speculations. Such speculation is actively going on
thruout Germany and perhaps likewise in other countries. Everybody
knows that the German Govermment is in dire need of foreign exchange
and has to face other sanctions if it does not succeed in finding the
full billion goldmarks until 31lst of August., MNothing is easier than
to speculate on such a basis on the back of the German Government,
Every speculator, therefore, is selling Reichsmarks and buying foreign
exchange, by preference U. S. Dollars, For even tho it has been made
public that the Reparation Commission does for the presemt not want the
payment of U. S. Dollars, the currency of the United States is gemerally
kmown as the standard curremncy, equivalent to gold and which regulates
all payments in so-called gold marks, It is clear that the more
Reichsmarks are sold by speculation and the longer the rise of the
dollar continues, the less it will bp possible for the German Gogernment
to buy foreign exchange, It 1is not only a question of buying at
higher prices and paying for the 1 milliard goldmarks, perhaps 20
milliards instead of 15 milliards paper marks., That would be serious
enough. But the essential point is that the continuous rise of foreign
exchange in Germany as compared with the Reichsmark induces everybody
to hold back in offering foreign exchange closing thereby practically
the exchange market to the German Government, It is a well known fact
that foreign exchange as well as other goods will be freely offered
only at falling pricess It is clear, therefore, that the more foreign
rises, the smaller will be the amount the German Government is able to buy.
If that situation does not change, & crisis will be inevitable by August 31
not only for the Reichsmark, but for the exchange market in general. It is
hard to foresee the consequences of excited speculation a few weeks henge,
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The German Govermnment is in a "cormer" formed by
unscrupulous speculation, It is necessary to break that
corner, but the German Government is powerless so long as the
eritical date of August 3lst remains in forece. Speculation,
otherwise invulnerable, can be caught only if the absolute
necessity to pay the full billion on August 3lst is done away with,
but in that case the speculation which is by far overdone and does
not at all correspond with the umderlying economic conditions is
bound to break down. One might object that an extemsion of the
payment, say of three months, i.e, until November 30th, would not
essentially change the situation and would only postpone the eritieal
date by three months, But such a view would not be justified.
The amount which the German Government may not be able to meet on
August 31st, may be at the utmost 500 million gold marks., Now, long
experience has shown that it 1is easy for the German Government to
collect in ordinary times 150 million gold marks foreign exchange a
monthe That would make 450 million in three months. But the heavy
shockk speculation in foreign exchange must receive if it be made known
that Germany is left amother three months for paying the remsinder of
her present debt will at once flood the exchange markets in Germany
with enormous offerings of foreign exchange and will bring about a
corresponding rise of the Reichsmark in other countries. The comsequence
of the granting of the extension, therefore, will be this, that the
German Government will be enabled to pay the full milliard by August 3lst.
In other words, the only practical way of enabling the German Government
to fulfill its obligation on August 3lst will be to grant her an extension
of the same obligation for three months.

The German Govermment, however, cannot possibly come forward with
the demand of such an extemsion of time, That cannot be done for
political reasons, but there should be no objection to the Committee of
Guarantees making such a suggestion to the Reparation Commission amnd to
the Allied Governments. The Committee of Guarantees has just completed
a thoro stuiy of Germany's economic and financial situation. It ought
to be fully aware of the facts elucidated above and it should plead for
the extemsion of three months, not in order to grant Germany a favor, but
to meet the necessities of the circumstances in order to safeguard the
interests of everybody concernéd.

July 15, 1921,
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July 20, 1921,

Recent Conversations beitween French
Minister of Reconstruction Loucheur and German
Minister of Reparations Rathenau,

- . -
3 R R

»

The French newspapers, for some weeks past, have been
referring to conversations between loucheuwr and Rathenau on Reparations
questions, The first public reference was to a meeting of these two
gentlemen in June 1921 a$ Wiesbaden., The public reports were somewhat
ambiguous, This led to a suspiciom that the conversatiomns were perhaps
overstepping the bonds of purely Franco~German negotiations, perhaps
trespassing on the functions of the Reparation Commission in its obliga-
tions %o all of the Allied Powers collectively under the Treaty of
Versailles.

It was accordingly suggested that Louchewr be asked to appear
informally before the Reparstion Commissiom and to give a gemeral outline
of what had taken place during the various conversations, It was felt
that the best interests of all would be comwerved if Loucheur were %o
give a frank outline of what had transpired so as to disprove the many
wild rumers which were floating about,

Loucheur consented and came to an informal meeting with the
Reparation Commission, He laid special stress on the fact that his
conversatiornswith Rathenau had taken place en the latter's instigation
and that these dealt exclusively with the question of "Dejiveries in
RKind" to Prance under the Schedule of Payments, Loucheur asserted that
France could get along very well without these deliveries but realized
that they were necessary if Germany was to carry out her indemnity
agreement., The conversations were therefore based on the theory that
France ought to make every effort in the commen interest,even at some
sacrifice, to accamplish the desired result, This statement may be
agcepted with some reserves, but it is an exeellent and safe position
for Loucheur to take for the Allies are properly anxious for France %o
help Germany pay’in kind so that France will have a distinct advantage
in discussions if she takes the position that she is being pushed further
than her real interest would lead her,

The deliveries contemplated by Loucheur and Rathenau in their
discussions were large, Loucheur had in mind the sum of 10 milliards
of gold marks as representing the deliveries in kind to be effected
over a period of perhaps three years, But unless same change in the
indemnity arrangements is made, deliveries in such volume mean that
France will have ammually a large balance to pay to Germany or the
Allies for the total annual payment by Germany on indemmity may be
reckoned at 3 milliards, three hundred million, and France's 52% of this
would amount to something like 1 milliard seven humdred million gold
marks,

In the conversationsWith Rathemau, Loucheur had set the
limits of France's annual burden even below this 1 milliard seven humdred
million, His limit was)one milliard of gold marks; the difference between
these two figures resulting from the fact that the Fremch Govermment
wanted the emount of this differemée io meet Govermmental obligations,
Assuming, therefore, that France took from Germany deliveries amounting
to three milliards ammually, France would credit on reparations ome
milliard, but the credit for the balance would have to be postpomed in
some way, Louchewr had talked with 'Rathemau on the theory of making
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the settlement by imstalments over 2 period of ten years,

One detail of the proposition was that the deliveries should

be made by some Syndicate of German private interests to some Syndicate
#f French private interests, the general purpose being to avoid the
necessity of the French Government incurring the indebtedness direct
and also probably to avoid conflict with the Schedule of Payments,
m: is simply a detail, for it was clearly contemplated that the German
“overmment swould finally assume the obligatiom to furmish, end that the
French Govermment sould finally assume the obligatiom of the payment or
ocredit.

While other details were involved the foregoing brings out
the important point against which criticism was directed, The first
eriticism was that the arrangement would impose an additional economic
burden on Germany as a natiom, She would be obliged to pay the total
anmuity called for by the Schedule of Payments and,in addition, would
have to furnish to France on long credit the balande of the deliveries
in kind sbove the 1 millisrd,

Lougcheur replied that this eriticism was well founded; but
that as France could not possibly take large deliveries in kind in
any other way, the arrangement really alleviated her bhurden because sooner
or later she would have to pay cash if these deliveries were not made,

The second oriticism was that the arrangement would give France
a eertain priority. She would have received a very large value in addi-
tion to her 52% off the annual indemmity, If thereafter Germany made
default in the ammual payment fixed by the Schedule, France would be so
much ahead of the other Allies,

The informal discussion between the Reparation Commission
and Iouchsur was frank but harmemious, Lousheur's statement evidently
allayed some of the suspicions in spite of the eriticisms which were
made, Everybody expressed sympathy with the gemeral purpese of the
neggtiations, There was a general recognition of the finaneial d#fficulty
involved for France if, without some such arrangement, she accepted
deliveries in excess of her percentage of Germany's snnuaid payment.

It was interesting to note the ¢lear recogmition by everybedy
present that Germany could not meet her smnual payments umless large
deliveries in kind were arranged.Beyond this was evident real doubt
whether Germany could meet her payments even with the aid of such
deliveries in kind, In other words, in speaking of Germany's possible
defanlt, the Delegates of the Heparation Commission did not pretend to
be dealing with something theoretical, but with something which was more
than a mere possibility,

Wo solution was reached but the subject was clarified and the
matter left for further comsideration by all, with, however, a definite
understanding that this problem which involved a2 change in the Schedule
of Payments should be brought by the Fremch Geovermment to the attention
of the other Govermments concerned for discussion at the next meeting
of the Supreme Council,
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REPORT OF A CONVERSATION VWITH HERR BERGMAN

PRESIDENT OF THE GERMAN KRIBGSLASTENKGMMISSION
JUNE 1921,

The following is a summary of Herr Bergman's remsrks during
an informal conversation with Mr. Bamelmans and myself in Berlin,
concerning Germsn first annual paymente under the Schedule of Payments,
I understand that these views have been informally presented by Bergman
to the British and French on the Reparation Commission and are now under
consideration, Bamelmans advised me of having reported the matter to
Delacroix who is inclined to be favorably disposed and has referred the
matter to his Govermment,

The following is o summary of Bergman's remarks, viz:

Bergma n referred to Germeny's diffioulty

in meeting the first few annual psyments under the
Schedule of Peyments, For the purpose of determining
what Germany had to pay within the next few years, he
took the figure of 6 milliard gold marks as representing
the value of (erman exports, and thus the "index" figuwre
referred to im Article 4 of the Schedule, 26% of this
or 1,300 million constituted the "variable" anrmuity
which added to the "fixed" amnuities of 2 milliards
would give a total amnual payment of 5,500 million gold

marks.

Bergman was fimly of the opinion that the "export
index" which had been selected as "a measure” of Germany's
economic recovery was the worst that could be found, Its
practiocal result was to sutomatically restrict exports and
even to force the German Govermment to actually take

E measures to cut them down, Bergmanls argument was that
the Allied Govermments should provisionally suspend the

application of the index scheme and admit a total

amnual payment from Germany of 5,500 million gold mariks
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for a period of five years, If this were possible
Bergman's view was that the German Govermment could
cover such 5 years' payments by means of an internal gold
loan in Germany together with other reasomably sssured
revenues, He expressed himself as convinoced that many
Germans still held foreign values of importsnce now gon-
cealed. These values had disappeared during the period
from the signing of the Treaty in July 1919 until the begin-
ning of 1920, As evidenoe of such disappearsnces, Bergman
stated that in July 1919 the value of the German merk in
Holland was 20 cemts but by July 1920 it had fallen to 2-1/2
cents. According to Bergman, who has been in close toush
with banking and investment activities, the omly explanation
for so great a fall was the mass purchages of foreign money
and other foreign values by German nationals desiring to
protect themselves from the results of internsal finamoial
difficulties or evem from a revolution which at &hat time
was feared,

Bergman felt that 1t would now be possible for the
German Govermment to raise an internal loan of from 5 to 6
billion gold marks were it possible for the Government to
exempt such loen from past snd future texes and at the same

time grant sammisty to its nationals who, contrary to German

laws, had so disposed of their German ma rks.

Bergmanalso believed that by u:muxy fixing the
anmuities for a period of 5 years a certain economic stabi-
11¢§ would ensue and it would be possible for the Germen
Government to arrange through neutrals for a loan in the
neighborhood of 2 milliard of gold marks.

The two foregoing loans, sccording to Bergman, should
therefore yield between 7 and 8 billion gold marks, This
sdded to the value of "deliveries in kind" to the Allies

CUAQ" C‘Cf\b\ Ak €83 n..‘\(’f Rdg it of AL UCCaia o,
Ahruc the next Byuinmqlv protect the service of
itized for FRASER the bonds for the period in question,

://fraser.stlouisfed.org/
| Reserve Bank of St. Louis




Bamelmans at this time interrupted Bergmsn

stating that he d4id not believe the Allies could be
prevailed upon to consider & project of this kind at the
very moment of the acceptance by Germeny of the Ultimatum
end the going into effect pf the Schedule of Payments whieh
contemplated an increasing annual scale of payments by
Germany under the “varisble", On the other hand, Badelmans
exproessed the view that a plan such as that proposed might
be scceptable were it possible for an additional annual
inerement of say 100 million gold marks, being added to
the 5,300 million assumed as basis for the first year,
Bergman opposed the idea of the addition of this
smmusal increment but as counter-proposal suggested that
instead of fizing the total annuities for 5 years, 3 years
be accepted, and, in the meantime, the adoption of some
dther basis of index considered to meet Germen payments

after the expiration of 5 years,

The foregoing conversation should not be taken %oo seriously,
The partisan position of Bergman has not been lost sight of and the
optimistic "yield" from the propeosed loans has not been overloocked, On
the other hand we all know that Bergman's relations with the present German
Govermment are of the strongest possible character and that, therefore, he
would not have made these statements - which he knew perfectly well both
Bamelmens end myself would report - had he not a certain justificatiom in
believing that some such solution as that proposed was under consideration

by the German Government,

James A, Logan, Jr,
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234 August, 1971,

Controller-General Vauclere,
Pregident, Commities of Guarantees,
Hotel Astoria, Paris,

iy dear Controller-Ganeral:

It seome cloar tha! Ger—uny will complete the ome millliard pay-
mant by iugust Jl, Doubt a8 to thisz polnt and the Inllusnte of th
vagation seascn have led to an interval of insetivity., 1 tako it for
granted that the Cosmittee will dow wromptly cowe to 1life snd proceed o
garry iatoc practical offeat the declislene ms to the security to be¢ cb-
tained frow Cersany and as t0 tae supervisien to Le exercised cover Ger-
sany?s finaneass and ounstoms, alep that the Somities will sbortly hold
ancther cenfereugdé with the German Govermsent ia Berlin,

But I wiek tc suggest tho neoessity of cunsiderinz gtrtain
broader llnes of poliey. The appointment of this Committee ss a speelal
instrument of the leparation Comnisaicn for dealing with the Indenmlity
aud the bende, snd with Jermen finances in thelr relation (0 the inden-
nity and the bomde emphaslizes greatly the respopeibllity of the R. C.
Sven more then before the Powers shom we represent and world opinimm will
naturally and rightly look to the separation Cuemuisslion and the Committes
of Suarantees to influsnoe the oourse of events within the presoribed
linites, to polut cut mescwrer Neduesary 4o reugh tho desirel ende, %o
w=arn of lmpending ‘anger, to faso jJudgment on Sermuny®s efforts and their
sucsess or fallure. Our work shoald zow be of more positive and socnstruc-
tive charas'aer than before. 1 b lieve thies is not only a duty, but an
cprortunity both for the Commisslon and the Comaltiew,

in slaboratica of ths f{orcgeing, 15t me suggest two lines of
pelioys

Pirit. I believe tiat it ls utierly inposcible for Gersany to
pay the amy costs, the slearimg hwuse balanoes, the cxpenves of the vari~
ous cumis slong and the reparation amuicies, ualess some working schene
for large deliveries in kind is ayrenged. I Believe also that it is noo-
egaayy and prdeticable (o use Garmam lubor in the duvastsied reglons.

spart from the advantage te roparatioans I rogard these two things
as of sxtrenme importance for other resscna, First, thay help 40 revent
artifisial distortion of the ecconemic 1lifs of the gonatrics in vhich the
devastation wae greatest. It would, {or inatance, be & persanent injury
to Pranee to divert from natural and permauent lincs & largs percentage of
her industrial offort $tc meet the needs of resonstruction. Jecond, euch
srrangemante fer the nes of German materlals and lsbcr would minimise
the danger now fearvd by wli souniries, vis: Loat Gernany’'s exporte, stipu-
lated by the nseessity of weeting the indeamity, and by her depreciating
axghange and comseguent low labor cesiy will disorganize ine markets and
fndastriceg of AN other gountrics,
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‘ . So far as we are all in sgreement on tie foregoing, 1 bsileve the
, Scemission and the Committee should make overy effort to bring about suoh
| arrangements. ‘e should emphasize their necessity, perhaps pudlisly, s
sertainly to our goweramente, ‘o should uss owr inflwense te preveat the
less important disadvantases and diffigulties from obstruoting the great
- advantages Aud we should urge speed; alresdy fowr months of the first
year of the shedule of Payments have passed,

Ssgond, ith or without such arruagomonts, Germany may sucseod
in mesting her cbligstiona. But suppose she does not, vhat l¢ them the
position of the Comrissicn and of the Committes’ We all imow enough and
heay pessimistic opinicne emcugh to realise ghat this contingeancy camnot
be considered too quickly or too garafully, In my Joldgnent the answar g -

Ao The Commizzion must be In position to say that with the ald
of the most compeotent scomnomic snd finsuncial advice it has followed in-
timagely the detalls of the Serman offort, that It Lus studied cavefully
the prastical metheds of accomplishing resalse, that 1t has suzgected to
t:o £11ies and te Topmony pralptly every pessible means of luproving the
situation,

i

|

r

. Be The Comzission and the CUommittee ought, if Sormany ever de-
faults, to de in position to 2ay, sad w say suthoritatively bevsuse it

- kmows botter at lsast than anyons clee, 3hat are the ressons for the
faflure. She fwportant gaestlen ~ aoct enly for Germany, or for Yraace, b
for the world, willl at that moment b9 = “as Germany really tried to fMulril
her obligations? Thove are plenty of Jowrnaliste, yroliticlans, and parti-
~ssne in Jermany and elsevhere whose loud vociferations of opinion ean be
foretsld teday, But the sumostlon vhiedk will them be the sgst Importuat
guestion In the wirld mtuummwmmanmtv in the
world, fThe Commission and the Sommitiee ought to-de In ;mmu to speak
with that aathority. ‘

I request that the ‘eerstary Deneral of the Committee have this
letter reproduced in Frengh and 'mglish and sirsulated as o regular Annex.
1 2180 request that it bs entored cu the Agends for scnsideration at the
next meeting of the Commistee of Juarantods.

Mithfully yours,

(S8gnod) Janem ie Logan, Jr.
Unoff icidl “epresemtistive
of the Mited 2tatos with the Committee
af Guaraantaes.
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18 rue de Tilsitt, Paris.
September 2, 1921,

Memorandum for linute Pervice:

The United States Unofficial Delegate requests the insertion

in Minutes 18 (Committee of Guarantees) of his remarks made during the

meeting, and which are hereunder given,

"58-A, Note from the Unofficial Representative of the United States
(Annex C,G, 67).

Mr. Logan, after briefly sumarizing his views as set forth
in Annex C, G, 67, made the following additional remarks:

His object in presenting the note was first to stimulate some
action Which might result in materially increasing the deliveries in
kind to be made by Germany on reparation account and, secondly, to
cause the Committee to framkly and immediately face any possibility
of Germang's default in the Schedule of Payments and take action in com-
sideration of such a possibility,

In justification of the first point of his note, he said that
the necessity for augmenting deliveries in kind at an early date to
the highest possible value has beem clearly demonstrated by the diffi-
culties experienced by Germany in securing the foreign values essential
to the payment of thefirst milliard, which was finally accomplished
only by the withdrawal of some 80,000,000 of me tallic gold from the re-
maining reserves of Germany. He further observed that measures thus
far taken by the Committee produced only paper marks and that these
paper marks must remain unconvertible into foreign currencies under
prospective conditions of Germany's foreigm trade, and that thjs demons-
trated necessity of relying in large measure upon deliveries in kind
if the reparation debg is to be paid,

Upon the second point Mr, Logean pointed out that public opin-
ion, as reflected by the Press, im uneasy and skeptical with regard to
Germanu's actual ability to meet theterms of the Schedule of Payments.

In his opinion if was the duty of the Committee to qualify itself at

the earliest possible date as a body of experts on the economic and
financial condition, actual and potential, of Gemmany, particularly

with regard to the ability to meet the terms of payment, The Committee
should be in a position to reassure the Government and eventually the
public upon this point and consequently upon the security of the bondse

It was its duty to advise the Eeparation Commission forthwith whenever
reasonable doubt existed as to Germany's ability to carry out the program,
He stated that he ventured no expression of personal opinion as to Germany's
ability to meet her obligations but that he wished only to urge the
Committee forthwith to inform itself and reassure the Reparation
Commission upon this question, He further stated
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. . that if the Committee did not correctly judge the conditjon of Germamy
and correctly forecast the progress of the Reparation program, the Com-
mittee would properly be subject to sewere criticism in the event of Germenmy's
default,

lr. Logan stated that the actual situation was as follows:

CLASS "A™ BONDS to the value of 12,000,000,000 Gpld Marks had
already been accepted by the Commission, Germeny would, therefore, have to
transfer values to the sum of 720,000,000 gold marks per annum as fram
May 1, 1921, to meet their obligations under this class of bond.

CLASS "B" BWDS to the value of 58,000,000,000 Gold liarks were
to be received from the Germans under the Schedule of Payments November
lst, with a n annual payment of six per cent. as from that date. Values
to the amount of 1,140,000,000 Gold Marks must be forthcoming from Ger-
many before May 1, 1922, to meet the service of these bonds., In succeeding
years from May 1, 1922, the vajlues forthcoming from Germany to meet the
service of the sema must be 2,228,000,000,

In other words, for the period Msy 1, 1921, to May 1, 1922, -
1,860,000,000 Gold Marks was the minimum sum necessary to meet the first
year's service of bonds. In succeeding years to meet the service of A and
B bonds alone three milliard gold marks per annum are required,

Germany'sobligations on account of Army cost and clearing house
operationsmust also be bomsidered,

In his opinion the questions, therefore, before the Committee
were, viz;

First - Has the Committee such duties, vis-a+¥is the Reparation
Commission, or present or possible future holders of these bonds, meking
it encumbent upon it to thoroughly investigate pos sibilitifes of German
peyments and, if there be any danger of default, to so report to the
Reparation Commission? In Lir, Logan's opinion it had this duty,

Second ~ If llr, Logan's views in regard to the first point were
accepted, would it not be advisable to proceed forthwith with "a thorough
examination of the German situation through the medium of the best ob-
tainable expert financial and economic sdvice, and before November 1lst
(or the date of issuance of the new bonds) for the Committee to suggest
to the Commission such chemges, if any, it found necessary to suggest in
the Schedule of Payments? In lir, Logaen's view, if it was determined after
the investigation that Germany could meet the Schedule of Payments, it
would be advizable to report such opinion to the Commission so that
the latter in turn could inform the 1nterest°‘§ovemments. If on the
other hand, it determined that Germany could not meet the Schedule
it should immediately advise the Commission and suggest the appropriate
changes,"
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THE CGMMITTIEE TOOK NOTE OF THE CONS IDERATIONS PUT FCRWARD IN

MR, LOGAN'S MEMORANDUM AND DECIDED TO REQUEST ITS DELEGATION IN BERLIN

T0 UNDERTAKE A CRITICAL EXAMINATION OF THE STEPS TAKEN BY THE GERMAN

GOVERMENT SINCE 7HE COQMMITTEE'S LAST VISIT %0 BERLIN T0 BALANCE ITS

BUDGET, THIS SWUDY, WHICH WAS DESIGNED TO ALLOV THE CQNMITTEE TO JUDGE

OF THE SINCERETY OF THE EFFORTS MADE IN THIS CONNECTION BY THE GERMAN

GOVERNMENT AS A RESULT OF THE OBSERVATIENS VADE IN THE NOTE NO, 1 OF

JUNE 28th 1921 (ANNEX C,G, 37 b) SHOULD IN CONSEQUENCE BE DIRECTED! TO

THE MEASURES TAKEN OR CQNTEMPLATED BY THE GERMAN GOVERNMENT TO ARRIVE

AT A REDUCTION IN EXPENDITURES AND AN INDREASE IN RuVENUE,

(Decision of Committee as recorded by Secretary General,)

"r, Logan stated that dmm while the decision taken was
perhaps a step in the right direction, he nevertheless considered it
as insufficient and requested to be recorded asccordingly,"

For the General Secretary.
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September 1921,

COEINTE N TREADUEFT OF GUR POREIGH WAR LOARS
I CORUMECTION VITH THE Guitul REPARATION SEITLEENT,

The Cermem Heperstion Debht to the Allfes and the Debts
of the alliies to the United Jtates result in forming a sort of vieiows
financial end eoomomic cyoele from vhich both mmerles snd iurope suffer,

fhe Gorman Heparation 5111 se fixed bWy the Allied bill of
damnges is renlly conservatiwe, psrticularly whem ve comsider thet the
anownt - 152 dillion gold marks - not only includes the totsl 2llied
feparation claims sgainst Germany but also the total cladms against Austris,
Hungary and Bulgaris. Under the terms of the Treaty of Versailles, Germeny
assumes reosponsibility for the payment of deameges occasioned by her Allies
during the "apr, ihe proportion of the totel oleim properly chergesble to
Austria and fumgery hes not been definitely fixed - Bulgaria'’s debt is
fixed by the Ureaty of Weullly at 2,600 million gold fremes, uf the 132
billion gold marike paysble by Gernany, I believe sbout 10 million represent
the debts of her Allles,

Our Allled friemds, particulsrly the Fremch, need cash to meet
budget deficits, In any event, they will alvays profer cash as dlstinguished
from "deliveries in kind® in order to protect tieir own industrios from
Germom compe tition and eventually, if they are to meet tle i@ obligation to
the United Utates,

Hevertheless Germaxny in her jwesent ecomomic situntion caymot pey
cash (foreign exchange) to sny great amount in the near future, Germeny
can meet her obligution under Noparntion Series “A™ Bonds, will have
difficulity for ¢ fow years in meeting her entire obligation under Keparotion
Series "B" bonds but ultimately will mect these, The value of Nepsration
Series "C" bomds is most decidedly questionable and their ultimate amorti-
sation therefore problemmtic, (See Armex B), If her emtire hepuration
obligntions are to be met, they c:n bo met only byropening to her the markets
of the world wnd nocepting in kind the roducts of her industties.

@he position of the United States is much the same. Our ford gn
losns represent lurgely the value of americon swpplies purchesed during the
war in Americe ond sent to Lurope., The United Gtantes 18 in need of cush
to rotire as lavge sn smount ae possible of ite national losms, 8o as to
reduce taxation, Fevertheless, we too, while admiiting thet owr lomme te
the alllees represent our exports, desire cosh in retwn, snd sre losth to
allow our debtors to pay off thelr indebtedness by thoir exports to us,
that ils, by "deliveries in kind",

Huropesn politieal lesders are neyvous mnd forced to extrece
lines of conduet throuch the exigerces of public opinion, any of these
political lesders reslize the fallagy of their position snd admit 1t in
personal conversation but declore that they are faced with sm impossible
yroblen, This results in foolish “egonomic senctions", thousonds of
unnecessaryy troops belng msintained in Jermony sctually eoting wp
leparation momey, snd the men themselves out of useful employment at home,
ete, All this results in keeping the pot boiling in Buwrope ond if sowe
adjustment is not effected we, and not only Burope, are bound to suffer,

Ve would 1ike to follow a policy of Luropesn isolation but as yot no

formmule has been developed the spplication of vhich would have the offeot
of protegting us from the vorkings of normel universal ecmmomic laws,
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I note thmt 1t has been suggested in America that owr Allled
oreditors raise mopey to meet their imeripan obligstioms by ccllseting
and tremeferring to us imericom and othsr fowelign securities now held by
their nantionsls, If thoughtfully considered the political apd finsnclel
difficuitlies not ofdly to the Allies but to owrselves would show how
fruitless any retwm from such sn endesvor would he, Kone of the illied
Jovermmemts are strong enough to enforge such o wessure end even with
their best endeavor the retwrn from such souwrces would be negligible when
compared vith their total indebtedness,

If ve attompt to foree owr Allies 0 pay we in cssh within mny
reasonsble future time, they mast get this ocaush from Gerany, (n the other
hand if Germsay is to pay such cssh to the Allles it nmet e taken from
monies sgoyulng though eiiher direot or indireot tribute from the United
Gtates, neutrol or Allied Fowors, 7e sre, therefore, In the position
today of contributing substantisl swss of mopey te¢ be appiied in the
service of the bonds snd without any resuiting benefits %o cwrselvea,

S0 long as we have no direst interest in Germunn Reperation
bonds owr influence in smeliorating the measures token by the Alllee to
enforce Cerman poyments is becoming weaker wnd weaker, It aget be
admitted that there is & growing tendency on the part of sil owr Allled
oreditors to regard with less and less seriocusness the obligstione of our
loans to them, I would not cangel the Allles' debi to us, nor, on the other
hand, could I expect them t¢ cancel Germany's debt to them, I woulid, however,
endeavor %0 hendle the situstion eelele with the ides of stiffening owr
foreign losn position snd, st the same time, seintaining our special positi
of political, finemcial snd economic influence. :

The popule® argwent sgeinst owr soceptance of Roperation
bonds from the Allied Uovernnemis in sottiement of losne has Loen $hat
this would embroil ws in Hurcpean polities by iuvolving us in military
and other coercive messures ngoinst Uprmery in enforeing peywents. The
ultimnte mesns of colleoting o debs, whether 1t be & debt owed by Germery
to the Allies or = debt oved by the Aliles to us, is foree, The Allies ave
reluctantly becoming convinged that foree is fraltless of resulis with
Germony snd both we snd the Allles kmow that @ far as the situation between
them snd ourselves is concerned that we would not puraus euch o lirne of sctiom,
In sccordsmce with sy view there is, therefore, little if awy difference
in the positiom between the Allies® settlement to us and the Reperation
settlement vith the Allies and neither one nor the other has more oy less
elements of evemtunl difficulty, ,

1 believe, on the otier hand, that if we eushenged spproximately
B0 of the demand notes of emch of the prineipal Allied Governments we mow
hold for » corvesponding equity in thelr share of Germen Reperation bonds,
we would be in o better position finencially end politically to exsreise
our influence, requiring o busl ness-~like treatment of thy gemersl finanelsl
situstion apd thus hesten the return to gregter political snd economic
stobility, I vould not take more than 50, of each of their setual oblige~
tions to us in Gormen payer s I believe it would be desirsble %o have their
direct obligetion to us spnd the mwount of Germen paper receéived through them
egual in smount, Under iy jroposal I ein 86 %o sdventage omd every disadven—
toge in ssking the Allies to gusrsntec the Germen paper transferred to us
under this schemes I roughly estirmte the smount of Germem peper to be recei-
ved by us under this ples =t & billlon dollars (or 20 bililem goid Meris ) o

1t would be sdviseble %o ask tho Prisish asd Fremgh uoverments,
when toking over smy Germam paper from them, %0 handle their Italism apd
Belgisn loans on the seme line #e that proposed for ug in this plan,
M™is proposal is quite in linme vwith the frequent
publishec
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to the "jJoint treatment” to be accorded this finsmeinl problem sad
under mg solution is not disadveniageous to ue,

The Germsn paper now held or to be held by the illies is
neperstion bonds Clasz "A" (12 billion gold merks), Cless "B" (58 billiom
gold warks), and eventually Class "C" (82 billiem gold parks), In exchan-
ging Germen bonds for Allled demand notes up to DO of the individusl
s1lied losns by us (also by Great Britain snd Frence), ome of the following

e thods might be adopted, vizs

PIst,~- In exchonge for 0. of our demsnd rotes to saek for the
eguivalent suns in the following proportions of German
bonds, viss %Emriu A" ponds, 58 Series “B" Bonds,

L
8z Series “C" Bonds.
&

SEC@D.,~ In exchange for 50, of owr demsnd notes mnd sssuning
Series "O" Bonds as practically worthless, to ask for
the equivalent sums in the following proportionms of
German bonds, vizs 1: Series "A" Bonds, 58 Series "B"
Bonds, 50 B0

THIND,~ A more coneiliatory and better business treatment
would be in excharge for BU,. of ouwr demund notes to
usk for the equivalent sum sll in Series "B" homds,

In the proposed exghange of Germmm bomds for owr demard notes
I would disregerd the "FIRST™ as 1t would seddle us with YC" Bonds of
questionable value. 1 would disregard the MSEOND" a8 the demend is
practiocally wmocessary snd sa 1t vould wnquestionably meet with too
sorious opposition om the part of the Allies, I vould sccept the “THIRD"
for the reanson stated, (See in this conmection Armexes A snd B attached),

I believe the foregolng ;ropossis conatitute = sound business
treotuont of the existing eitustion, This solution has the following
advan tagess

Mrst,~ here are equal if not better prospecis of the Cermans paying
off Hepurntion bonds of Jeries "IV thar there are for the
Allied Governments settling their debt with us,

Segond,~ Americe will cantridbute directly or indirectly substentisl
sums of momey for the service of these bonde and on this
secount it would be sdwsstugoouscto have some participation
in the distribution of such comtr¥bution,

fhird,~ The reduction of owr sllied lomns by B0, makes 1t poseible
to contemplate & such esrlier snd more complete settlement
of owr foreign losns.

Fourth.~ Under this arrangesent the payment of intorest snd final
amortization of owr Allied loeme could be effocted with
less dleturbonce of exghange snd with grester economic
benefite them if any sattempts were mude In the neny future
to collect the entire amount of owr indebtedness,

Fifth,~ Uy using the 60, "re-adjustuent” basis ve are in a better
tagtical position to enforoe moderstion in the Allfed
settloment of the (ermen position them if we were not
holders of Ueries "B" bonds wnd were simply holders of
allied obligations, It would be yulte ressonsble at times
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to take the position of "eocording ocxmotly the sane
trestuont to one of the Allies se the latter scooris
to Germany™,

moldentally ond during vegotiations, ve could dew nd
sgreenents looking to the reduction of “rmies of
Ugcupetion, prohiditiom of econcmic sanctions, ete,
all of which are so essential %o She genersl solution
of the problem,

Mo velue of Series "A™ snd Ueries YB" bomds would be
gonsidershly strencthoned with resulting benefits %o
the Allled Powers,
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OUTLINE OF SCHEME OF READJIBTMENT (F LOANS AND REPARAT ION SERIES "B" BONDS,.

(A11 figures epproximte and expressed in dollars - 4 gold marks assumed for convenience as equalling 1 dollar.
000,000, 's omitted).

I II 11X v
] Present Position Ppoposed Re-Adjustment Distribution of "B" bonds in Position of loans and "B"™ bonds
Foreign Ioans Foreign Koans amd Series "B" bonds accordance with % Agreement in after re=adjustment as proposed
Spe Protocol in Colum II
s T u o m " n E
Foreign Ient UNITED STATES GREAT BRITAIN FRANC £ A R
Loans by UdSe _ uB» Bpitish iy French upn Amowmt lert by Pos ition and
w lomn | tond lom bond loan bond Amownt % smowmt
Upited States , 4504
4200 | U.8. 2100 2100 2100 UeBe
Great Bpitain 2090 22,4 1894
3400 | U.Se 1700 1700 1700 UsSe
France 2200 GeBe 1100 1100 1160 ‘ GeBe
4940 526 2374
1700 | U.S. 1225 475 : 1225 UdSe
Italy 2200 | GeB. (1) 1725 %7? 1726 GeBe
1 950 10.
374 | U.S% 187 187 187 UeSe
Belgium 430 | G.B. 215 215 215 GeBe
450 France 225 225 760 Be 225 France 133
36 | U.S. 18 18 ) ( 18 UeSe )
Roynania 84 | GeBe 42 42 ( (2) ) 42 GeBe ( (2)
18 | France 9 9 ) ( 9 France ) 3
( 617 2— 645 ) _ 0 ae2 5
48 UeSe 24 24 ) 10 ( 24 U.3. ) v
S. Ho S. 84 GeBe 42 42 ( ) 2 oBe (
) ( )
{ ) (
Portugal 60 | GeBe 30 30 71 28 0475 30 GoBe 41 &2
100
100
Ja 71 2B 0475 71 25
i 100 100
$ 9758 | US. IS v % ¥ % W ‘ $5254 UeBe ‘.
Totals 5058 | GeBe 5254 4504 3154 1904 234 234 $ 9500 (3) 100 3154 GeBe $ 9500 (3)
468 France h 234 France

Note (1) Itely's equity in "B"™ bonds is {950, which is shown on this table as divided
equally between U.S. and G.B.

(2) Agreement as to % to be accorded Roumania, S«H.S., and other smeller Powers not
yet determined = 6 1/2% however remerved by Spa Protocol +to meet such claims.

(3) Schedule of Payments fixes "B" bond isswe 38 billion gold merks or 9 billion
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QOBPIDTATIAL. FROM SIR WILLIAM GOODE.

AUSTRIA'S FUTURE LOAN.

On the zssumption that all the Powers having liens on
Austrisn agsets will, in the near future, agree to postponement,
discussions have been taking place in Vienna and elsewhere as to the
loan or losns to be raised on the security of these ngsets,

The ma jority of the soundest financial authorities in
London snd Vienna appear to favour & reletively modest public loan,
not to exceed five million sterling, to be raised through British and
American issuing houses, possibly with the co-operztion of other
European groups. The revenue from the Austrian Customs would be the
security for interest and amortisation. Ho difficulty would be
experienced in arranging for & receivership, on behalf of the lenders,
of the Customs revenue or for such other reasonable supervision of
Austria's finances a8 the lenders might coneider vital to their
interests, though in this connection the co-operation of the league
of Nations would probably be necessary and useful., The value of the
Customs receipts would, under normel conditions, justify the issue of
8 larger loan than is suggested, but such well-informed suthorities
as the Governmor of the Bank of Zngland and Mr., Keynes strongly urge
that the first losn should not exceed five million sterling. It has
therefore been suggested that a further issue might later be made
againet the same security a2s and when, in the judgment of Trustees,
the Custome receipts cover, say by four times, the additional interest
and amortisation, with option to Austria to redeem the first loan
within, say, two yesrs. (There are those who believe, motably Dr,
Rosenbergz, of the Anglo-Austrisn Bank and recently Financial Adviger
to the Austrian Govermment, thet 10 million steérling will be
eufficient to put Austris on her feet.




-2-

At & leter date, that is to say, when it has become
possible to judge the effects of Austria's present internsl poliecy
and of the loans, it is proposed to found & new Bank of Issue., It
is reasonable to suppose that the groups undertaking the issue of
the first Austrian loen might obtain, if they desired, the first
opportunity to take part in this Bank, which should be lucrative.

In the League of Nations' proposals last year it was
suggewted that & Bank of Issue for stabilising the curreney, with
2 capital of 100 million French franes and the execlusive privilege
of issuing notes in /fustrie for 25 years, should be the first step
in finangial reconstruction. 3Since then, however, I think it has
generally come to be 2dmitted that it would be inadvisable to
constitute the new Bank of Issue a8t the outset. It was also pro-
posed by the lLecgue of Nations that foreign credits should be
obtained not merely against the security of the Customs, but also
against the Tobacco lMonopoly, the State forests, with the additional
soonrity'of 2 first mortgage against all private real estate in
Augtria representing 4 per cent of its pre-war value. This plan
naturelly envisaged 2 loan much larger than five million sterling.
Iondon bankers, however, &re, so far 8s I have been able to &scertain,
almost uneanimous in the belief that Austria's first issue should be
mede against one specific security amnd that the temptation to raise
a larger loan ageinst & conglomeration of assets should be resisted
in favour of a modest loan against & form of security with mmxx which
international bankers and publics sre familiar,

This question of & small as opposed to & large loan raiges
the important point of repayment of the present and promised interim
loang from Governments. Great Britain has just given a credit of
two million sterling on the understanding that it sghall be paid
back in one, or at the most, two years. The French and Italian

Government credits, if they meterialise, 2re likely to be on similar
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lines, The netural inglinetion of Governments ism %o urge the
flotation of » large Austrisn lozn out of whioh the present advances
sould be repaid, or, failling that, & loan of such proportions se
would emeble the lending Goveraments to underwrite em smount equal
to their interim sdvances snd still lesve Auetrie with enough working
oapital, I feoel sure, however, that this plan would not be %o the
eventunl advantege of the lending Govermmentsand I thimk they can
be brought to agree to 2nd to support & firet lesus of, say, five
milifon sterling egainet the Austrisa Cuatome, without insisting
thet sany pert of it shall be availsble for the repeyment of the
interim Covernment advances. Repayment to the Govermments can, 1
hope, be arrenged subseguently by & funding process or, &g iustrian
sredit gradually becomes eetablished, by louns whiceh would neot
affect the seourity of the first issue,

Sugtons Reselnts.

I sttagh details of the Austrian Customs receipts for 19820,
1921, end Jamuayysof this yeer. The gonstant fluotuetions in
exchengs, and partienlarly the hesdlong lJ@ino of the Zrone in the
latter part of 1921, mske general e¢onolusions and spalysie extremely
aiffioult, It will be seen that in the pagt the Austrisn Goverament,
fnetend of ocollecting thelir Customs duties onm & gold basis have
!lxnl gonstantly riging unltiples 8t which paper Lromen have been
aesepted for Customs gold dutles. These multiples were arbditrary
and by no means corresponded with gold parity, For inetsnes, in
Janusyy of this year duties weore paytble in puper Kronem &t the rate
of 800 times the existing pgeold tarif?, wherets the sotuasl perity
was 2R70 timea. I should mention, however, that since laast Bovember
the duties on luxury srticles have deen charged at full gold basis.

The Austrisn Jovernment were determined, when I left
Viennes three weeks sgo, o colleot all duties on & gold parity basie.
1f one applies this eculoulation to the grows Custome revenus shown
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for the month Jsnmery of this yesr, which wes ruther below the
monthly average of 1921, seven million gold Zronen would result,
Assuming that the revenuw of Janmery wes maintained throughout the
other eleven months of 1928, there would be &n fSmnusl revenne
roughly equivelent $o ¥15,800,000, However, when the Customs are
raised to & gold parity besie it will doubtleszsz be necessary, in
certain onses, such =g fundamentsul industries, to reduce the tariff
and slgo to moke allowsnes for ¢ decresse in genersl imports.
Agouming thet the gross reoelpts decresesed by ome helf, whiah 1is
improbnble, there would 9811l remein 2 revenue of ¥8,400,000, less
administretion expenses acaloulated a2t 6,1 per cent, to cover the
service =nd sinking fund of s losn not exceeding, sey, ¥24,000,000.

Austrian Trade Balance,

The 1ateat Trade figures avallabls give the imports 2nd
exports for the first mime menths of 1921 but by weisht only., The
Austrisn dinilatry of Trade, however, has made an approximate
eatimate of values on & basis of pre-war prices in gold Xronen,
From thig it wonld appear that the imports for these nine months
anounted to 1157 million z 014 Zromen (romghly ¥227,000,000) snd
exports to 726 million gold Eromen (roughly ¥145,000,000) the
defiolt being 411 million gold Zromen (roughly ¥62,000,000) or
about 88 per cent of the imports., Yugo 2lavie gounld oniy cover
one-third of her imports by exports im 1520 and only 2bout one~-half
in 1921, wherezs Austris, under much less faveurable conditions,
hes now besm nhle teo sover twe-~thirde of ner imports by her visible
exports, I% should flso be romembered that in these sstluztes one
of the most important fastors of Austria's existense, namely, her
iovisible trade, 1s not insluded, I shell be gled to provide, if
desired, 8n &nealyals of thess trade figures which han Just boen
drawn up for me by Dr. Friadrich Hortz, one of fustrid’'s fovomosst

economista,
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%p_o‘ Subgidies.

Government food subsidies in Austria heve been reduced %o
pragtically nil and will be totally abolished by the end of April,
Food supplies, which hitherto have been responsible for about helf
of the Budget deficit, will from then on be provided through private
entoerprise.

Krone Cireulsation
At the beginuing of March of this yesr the total Xronen

cireulation amounted &pproximately to 260 milliards, or the equiva-
lent o.{ the then rate of exchange (6,200 Eronen to the dollar) of
sbout J42,000,000, Quantitatively, this amount of curreney =t this
external value is insufficient for 2 eountry with Austiris's
population and trade. A rise in the value of the Zrome would, of
gourse, remedy the quantitative deficiency, but as most suthoritien
estimate the internal purchaeing value of the Xrone now to be in the
neighborhood of H000 Kronen to the dollar, as opposed to 2n external
value of 6,200, there is not mueh margin for 2n immedicte rige in
vllio. Sudden improvement beyond the internal purchasing velue
would create new economic diffioulties and is generally agreed to
be unwise. The general assumption is that the present British and
Czech Government credits and other possible Government credits, in
eonjunction with the Austrian Govermment's endeavour to balance the
Budget by increased texation and ianternal loan, will zutomatically
keep the Krone somewhere in the neighbourhood of 5000 to the

dollar, that is to sey, the the internal and external puchasing
power will gradually be approximated., When the consequent reedjust-
ment in industrial and economic conditions, particulsrly =28 regards
prices, has pasgsed the critiocAdl stage and when the permanent

foreign credits have been arrsnged, stabilisation can be eflocted

by the agency of & new Bank of Issue,

Iabour Conditions.
There is, ctmparatively spesking, no unemployment in
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Austris, ¥With a populstion of six snd & half million there were
only 19,320 unemployed at the end of December. This mumber, however,
hed risen to over 20,000 =t the end of Japusry emd will probably
continue to lnerease for & time ns the legsening of the gap between
the internal and external value of the Lrone deprives the exporter
of hies flotitions advantage, Aunetrisn lsbour, however, hag
exhibited an eminently reasonable spirit. Quite regently the paper
trade union 2greed to » merked reduction in am agreed sesle of
wages although the index numbsrs proved that the cost of 11ving-
weg e#till rising, I do mot antleipnte any serious labour dlstrube
suges, alithough until conditions road just themsolves, the Austrian
euployers, particularly the Austrian expowter, will find it hayd $o
make both ends meet., It must be remambered that the pound, for
instanon, went ns high ne 44,000 Zromen in Jamsry and by the end
of February had fallem to between 25,000 and 87,000,

!a !0’ P, "Eo
It is possible thet & powerful foreipn grouy may bs formed

in the nesr future sg & holding Compsiny for the existing ‘ustrian
water power comcerns and for the exploitation 2f the hitherto
undeveloped weter powey, which amounts t0 90 per ecent of the total
oapacity., The indroduation of foreisn oepital on the seals which
A8 being oconsiderod would, naturally, have import=nt bearing not
only upon the general financial position of Austrie, but upen her
economic future, With her wntir sowar even pertislly developed
iAustria's third most importent import, cosl, would oventunlly
beoome infinitesinsl, and hey principal infustries would derive

eorrezponding independence.
(SB) WILIIAK 20002

Meroh 11, 1922,
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AUSTRIAN INPORT CUSTOMS RUVENUS

Agtual Feceipts Equivalent if Rate fixed by ilinistorisl
in Peper Kronem d@uties om gold Order 2t which paper

{in millions) rity basis Kronen are sgoepied for
_ in milliens) Customs zold dutiss.
1920,
Janusry 5 12.6 X 6 (mince 26.,9.,19)
February 63 10,6
Msroh 8.1 13.7
Ney 86,7 13,2 X 20 {since 28,5.80)
June 98,9 4.9
Auvgust 121.8 4.8 X 25 (sinece 5.8.20)
Septomber 145 Be7 -
Detober 240,.6 9 X 35 1/8 (since 26,10.20)
iovember 199,83 Be8
Decomber g2 Q X 40 (since 1,12,20)
162%.7 106,6
1921,
Jenusyry 4EB 9.2 Z B0 (eince 1,1,21)
February 449 8.9
Hereh < 654 9.8 X 70 (sipee 1.1.21)
April 784 8.8 L 80 (einee 10.4.81) a;
My 756 7 X 100 {&30) {since 1.6.,21)
June 714 Ge8
August 907 Vel X 120 (150) (since 26.8,23)%
fSoptember 1161 73 X 160 (200) {since 23.9.21)%
Ootober 1578 Te9 .
lovomber 1718 78 X BOO (sinse 27,11.21)* X
December £135 GeD
Totel 1921 12224 ‘ 6.5
192,
XK
Jepuary 2424 7 X 800

Singe Pebruary, 1922, the rate hag been incressged to 580,
In Janusyry, 1922, the agtuel gold pariiy was 1270 timeg the
paper Lrone,

The figures of the second columm do not slways represent the
quotient of column 1 by columa J, In the seoond ¢olman
gertain reductions nre made 28 not nll goods tre charged with
the full multiple of the third eolumn,

x Higher Unltiple for luxuries.
xx Inxuries paying full legel mmltiple =fter
exchsnge rate,
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MEMORANDUM RECAEDING AMERICAN VISIT.

metponsment o¢ ums.  CONFIDENTIAL

Lodge lesolution.

The Lodge Resolution, as passed by the Senate (for test see Amnex A)
authorises the Secretary of the Treasury to extend for a period not to exceed
25 years the time of payment of the principal and interest of the Austrian debt
of $24,055,708,92 providing he satisfies himself that "substantially all" those
other creditor nations mentioned in the Resolution have "substantially" taken action
gimilar to that outlined in the Lodge Resolution,

The Resolution does not walve interest, The interest accrues.

The Resolution includes no undertakxing to postpone a possible claim
by the United States for reparation, I discussed this point both at the State
Department and at the Treasury and came to the comclusion that it had no prastical
or other importanse as, if the existing priorities are retained, no payments on
agoount of reparation can be made to any country until the 20 years postponement
of relief loans has expired.

ZIrogedure.

Departmental views in Washington as to what procedure should be taken
after the lLodge Resolution had been passed both by the Semate and the House, were
indefinite, The Treasury seemed somewhat inclined to think that the United States
gould not move until Austria had given an asswrance that all the other Powers
had substantially agreed upon unconditional postponement for 20 years. 1 pointed
out that in any event these assurances must first be given to the Reparation

Commission who alone are entitled to release Austrian ussets. After conversations
with various officials in the State Department, all of whom showed the kindliest
anxiety to expedite matters, I advised Mr. Prochnik, the Austrian Charge d'Af-
falres at Washington, to write to the Secretary of State as soon as the Lodge
Hesolution had passed the House and request early actiom by the Seeretary of the

Treasury. 1 also advised ir. Prochnik to submit a 1list of those Powers that had

already agreed to postpone and to commmicate the conditions of such postponement
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namely, the London agreement of March 17, 1921, between the Govermments of
Breat Sritain, France, Italy and Japan. This agreement preserves the priority
of relief over reparation - a condition precedent to any release by America.
1 farther suggested to Mr. Prochmik to include in his note a request that the
United States Covermment inform the Reparation Commission of such actiom as it
proposed to take and also that the Austrian Government be informed as to any
exchange or alteration of Bonds as might appear necessary to the United States .
Treasury. The United States Treasury seem inslined to think the "B" Relief
Bonds must be changed, If that view is correct, all countries holding "B"
Austrian Bonds will also be entitled to exshamge them,

A resolution by the Reparation Commission recording the consent
of all the Powers represented on that body and of those meutrals who previously
appointed the Commission as their Trustee for relief loans, would seem to be all
that 1s necessary to postponement and release, except in the case of the United

States., As they are only umofficially represented on the Commigsion and as they
also have a Treaty of Peace directly concluded with Austria, it will probably be
necessary for the United States to exchange with the Austrian Govermment separate
assurances as to postponement, in addition to unofficial participation in re-
lease of assets by the Heparation Commission,

Before I left Washington, the British Charge d'Affaires and the
Austrian Charge d'Affaires had, at my suggestion, telegraphed to thelr respestive
Governments asking for the latest definite information of such assurances as had
been officlally received from the various countries regarding postponement of
Lustrian liens, The British Charge d'Affaires very kindly undertook to communie-
cate the result of his enquiries to lMir. Prochnik, There was complaint in
Washington that it had been impossible to ascertain the exact attitude of some
of the Govermments towards postponement, Statements repeatedly published,
apparently on the authority of League of Nations officials, had been found to be
consistently untrue. At the time I left Washington, the State Department ap=-

peared to be doubtful as to the ultimate consent of Yugo Slavia and Roumania
and to be in some perplexity as to whether the Italian and Greek agreements were
uncondi tional,
2rusteeship,
1 asked, both at the State Department and at the Treasury, |
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what the wishes of the United States were likely to be regarding a joint or other
Trusteeship for the suspended lien interest and the new loans, I was told that no
opinion whatever could be expressed until the question was raised in more practical

fom, While no definite objeot ion was expressed in Departmental oircles to a

Trustee being nominated by the League of Nations, it was pointed out that it was

quite impossidle at the moment to say whether or not the United States would be

agreeable to such a propesal,

It was, of course, recognised that the United States could, if it s0

desired, appoint its own Trustee for its own suspended interest, for instance, the
American Minister in Viemma, but it was gemerally felt that a multiplication of
Trustees would be unfortumate, partisularly if new loans were t0 be partly subseribed
by the imerican publiec. The proposal to float such loans in the United States had

the complete approval of the Washington Administration,

SHS NS _LOAN.
Morgan's Attitude,

Discussions regarding the new loan are epitomized by my cadblegras
of lMarch 17th and March 22nd (Aunexes B and ¢). There is mo doubt in Morga's mind
as to theilr ability to sell half of a five million sterling loam for Austria in the
United States if they think it wise to do so. It was mew and actwmlly startlimg to
them that Austria wes in a position to make an appeal to the public exsept ad
miseridordiam, lMorgsms, if they pursue the project, will desire to satisfy them~
selves by investigation on the spot as to Austria's ability eventually to become

self-gupporting.
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Morgans 4id not feel that matters were sufficiently far advanced
to éisguss detalls as to the term or interest and sinking fund of the loam. As
regards the Trusteeship, Anderson, of Morgans, offhand expressed the view that
the appointment by the League of Nations of a Trustee who would als be the
nominee of the lenders would be acceptable. But the point was not gone into
slosely. Mr, Lamont was of the opinion that nothing more could be dome until
he arrived im Paris on April 15, I agreed. Rumours that the Austrian Govern-
ment were conducting other negotiations in London, of which I had not been
notifiod, made it impossible for me to take any other course, If those rumours
are confirmed Morgans, gquite properly, will have mothing more to do with any

Austrian loan.

Heed of Propaczanda,.
Both in New York and Washington I was advised by old friends uncon-

nected with and even opposed to Morgans that it was of the greatest importance
to secure lorgan's influence for Austria's first attempt to establish credit in

America, There Austria is regarded as 2 hopeless derelict, Practiscally the
only news that appears in American newspapers sbout Austria refers to American
relief work o to the hopeless condition of the coumtry. The report of the
Firance Committee, on the strength of which the Senate unanimously approved tie
Lodge Hesolution, was based on a plea to avert starvation in Austria which was
described as being worse than ever. To correct such impressions sufficiently to
raise a loan, the biggest finmmgisl guns must obviously be brought into action,
As a co-operating force I have arranged with friends - editors of lo ading nnl'
papers and those who influence publicity - for the truth to be told to the
American public as to Austria's self-help programme and the steps she is taking
0 put her finsmeial house in order. I have also asked the masnagers of Mr.
Hoover's American Relief Administratiom to make as much as possible of the fact
that American relief in Austris ceases on June 1st of this year., This will
visualise to the American public, perhaps better than anything else, that Austries
is no longer t0 be regarded as a destitute country,

i Belations with Other Ssnkers.

In my interviews with various bankers other than Morgans, for

instance with ir. Kshn and the other partners of Kuhm, Loeb and Company. I said
that the conversations I had had in New York, although resulting in nothing
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definite, had gome sufficiently far to preclude me from disoussing, at any wate
for the present, the question of an Austriam loan. WMy position with the Guaranty
Trust Company was slightly different, as the question of a loan had wmofficially
been discussed with their representatives in Zurope, but always on the wnderstend-
ing that they worked hand in glove with Morgans, The Guarsnty Trust Compeny will,
I think, desire to associate themselves with Morgans in the event of the latter firm
issuing & loan,

's ¥

Governor Benjamin Strong, of the Federal Reserve Bank, to whom I
gave ocOpies of the memoranda handed to Morgems (Aymexos D and %) and to whom I also
ghowed the various cables received and sent, expressed his approval of Americean

T P

partisipation in an Austrian loan. As regurds the guestion of Trusteeship, he

took the view that there should be

1) A plase for an American banker in the Trusteeship in the
event of the Trusteeship not being depemdent on or involved
with the League of Nationms,

DRSO,

or
2) 1If the Trusteeship wore in the hands of the League of Natioms,

that the American bankers interested should have a voice
in the approval of the appointment.

As regards the proposed Austriam Bank of Issuwe, Gorernor Strong
was of the opiniozi that before the loan under disguesion was arranged, a schome
of control for sveh a Bank, havings reasonable autonomy, should be agreed between

the Austrian Govermment and the lenders, He shared the view that the Bank of

Issue should only be established as and when those comcerned wers agreed, but laid
stress upon the desirability of the plens for it being arranged in advance, par-
tunl;uly with a view to divorece the GCovermmemt, so far as possible, from the lssue
of gurrency.

Governor Strong also suggested the desiradility of an understanding
at an early stage between the lenders of the new loan and the British, Czech, or
other Covernments who might have made interim advances to Austria, 28 to the priorie
ties of their mespestive loans, His view was thst 1f Austria, at o later date, ‘
issued loams to pay off existing interim GCovernment oredits, such loans shouvld be
either wholly CGovermment or wholly private loans and tiut in any event the arrange-
monts for the repayment of these interim Government advances should be clearly

defined before an American house ilssued en Austrian loan,
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Governor Strong, 1 think, considered my Austrisn proposal as

an example of the prectical way in which to enlist the co-operation of the
United States in re-establishing economic equilibrium in Furope. On these lines
American bankers were guite willing $0 act, but he pointed out that 1f imerican

benkers were approached simultaneously instead of after comnittment had definitely

co=operation were really desired, it was more likely to be obtained if American \S
been made with some issuing house in Lurope. {
\

S.8. "CROREC"
Maroh 30, 192Z.

(8D) WILLIAM GOODE,
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My persunel ecuvietion is thet the Gerucn Delegation

eould with regurd to the Coraca-Russlen Agreement not st other-
wise than they heve dome. It is sertainly regrettable thet by
this ineident the Genoe Cunferemse Las been disturbed and aveody
san regret this mere iban the Germen Delogeticn themselves shieh
eame to Gemos in the hope, end whish still hupe, that the Oonfe-
Peree would brimg = atep forward 1o & resl pesee and to & recom~-
strusticn of the {utersctionsi secnosisal iife. Bat the feult
of the ineident does mot lie with the Gersch Jelegationy it was
their duty tovwards the ﬂtm veople Lo wunelude the Agreement,
vhes they resognised that by losing saymcre time they would have
been EENENGES Ly lhe unfalr proseceding of tae other naticns.

| The German Govermsest had negotisted with ihe Russien re-
preseatatives clready for several moaths and these megotiations
sane, & few weeks wmge bofers the Geaua Coalerense, tv & point :
Lhat an Ggresment sould have Yeen sigmed with Lien, whiek would
have been asavly i every word the seme agrecssal 48 hes mov beem I
soneluded in Gemcu. 1 huve perscnnily Geen, sefore L vame to go-
Body the texl of the intendsd sgreement and ven thersfors eon—
fira that it eorves;onds aearly in every word wita The Rajalle
Agresment. But the Gersea Governsent wished to ¢oms Lo Gemoa 1
with sonpletely free hends smd sot to jwejudice the Cenference
by etalng beforebend to tesms with the Russisus. Tuey therefore
postyuned the megotiations Bojing thet ia Gemea & general agree-
mest wilh all neticns would be avrived sf, ca eboat the iines
upon shieh they hed megotiated in Beriin wita the Bussieus. This
faol jroves that the Germen Governzent sase with the Best in-
tenticns and im the feirest spdvit to Genvse Then the Allied
uammmmmumwmum
the nopotietions in the olilisicl evasission, to whish alge Gep-
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nemy belcugs, we weptedmby received faforsation that very se-
rious megotiations wera golng an &t the Villa Groce., These vere ,
not siaple pourpariers, they were en‘uul negotistions of the | %
Delsgutes with experts, interpreters, seerotaries, ;rotoecls ﬂ
80 ons The caly preetissl differsmce batween these nesrste nego-
tictions end those of the offieisl eonsission was that Germeny i
wes exeiuded from the former. The Gsrwan Delagation have nnh on
repested veessions left no doubt that they would comnsider Sheme
selves free alsc to set om thelr pawt if these things went on.
But mo sttentiom was givem to these woernings. And chen It besame
appapont that the interests of Germany were not valy igeored bug
uuaul: prejudieed ut these meetings, the German Pelegetion
weres obliged te aat.
bt sey be that It wes mot the intesticn to sigm et the
Viile Croee & foranl agreowent. But if 221 sountries were agreed
at these nuotuuou End 1f sush sgreesent Red then beom offi-
elelly submitted to the offisial Cosafgsion of the %ahrm.g |
then sush an umut would have besu esrried through by a great
sajority, serhaps ageinat the srotest of Gcmnny aloge.
The peeet dnnger of sueh an agrooment was tast Gu‘lw
winld have beem asked to agres that ariials 116 of the Pensge
Treaty was offfofully embodisd in the sgreement beiwvess the Rase
siens and ths Allted. @esmeny eould thes hove beea caded M all
its sales to Russis were not pald but slaply eredited ok rejura=
tion sescunt. Gerasny weuld fur a long tine hove been unshle to
Regotiste on & souserefel busls vith Raseis, to vbtain for nis .
sales %o Russis raw meterisl in exshcnge end 8o ca. Ihe Bepare~
tion Comelssion would have sluply ordered Germany to muke M |
end sush deliveries to Russis. There would have beem ne possibi-
11ty for Germeny to tske pert in the seomomienl resosstruetion 6f
~ Russis as an equal partner. The Uermun Goversment evuld mever

"""""l to sueh & result of the Genon Conferenge, und ay
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there was a grest dsager taet sueh & deeision eould be srrived
et by 8 majority of vetes, ss deseribed sbove, we were simply
obliged o aot and to done with Russie 10 uh agreement on & faiy
énd equitable basis,

As & setter of faet the Uersan-Russian Agreement does
ReFN to mobodys quite to the eontrary it shows the only possible
way ia whieh the reconstruetion aot only of Rassia, But of the
escnosieal life of whole Burcpe 18 posaible. Nobedy will sexi~ -
ously believe that Germany will be eble 10 puy for rejeration
the sua whish hos been fixed at the Londen Conferemee. It will
therefure bs all the sore i& vasible that Germeny eould, in ad-
dition, pay wemy miilicrds of Goldserks under ertiele 118 to
Russley vise verss nobody believes thet Russis will be able to
pey 118 pre~-wer cnd war dcht+e the Gernsn Lolders of bonds, to
the Germin roprietors of sEO erly in Russia and 50 one It was .
therefore ressounable to resugnize these fuets, to simply balenee
the sesounts and to sturt ifrcaly with clear books. No Dusimess
®en will earry forwerd yeer after year eleims in his books of
"hish e 12 sare that ROt cme pemny om thes wili be paidy he
WLl singly slear tae “dscunis, und vhy should diplemates set
Gthorvise 7 |

Our sompetitors complein of eur somjatition in the world's
sariet. But nmam\muuu.umﬂamu
Buah a8 possibice. Ituwrw&mlunmm’unu-
4ity to deveiop afresh car trade with Russie gredually, whieh
¥iil require emoracus guuatities of industrial produets for its
Fecomstrustion, we sbedl héve an outlet for our ceeduetion, in
& direelicn shers wa SLh Likd in exehange the row meterials ne-
Bessary fur usy snd lhe wowid’s macket will thus be relieved for
that extent from our sompetition. But 1o be sble to coumence se~
ricusly eosserse with Russia we had first 1o settle our 0id ae=
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sesee with Russis. Thst u the only cbjest of the Gosman-
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Za creer to be thlt ta m the sosmereial n;huou
it wes wlee mesvasary to Tensw Giplunciie reicticns. As deng a8
thil wias m.st dGke s mm a@et om sar nrnmmtu&m, saw;
etes 1o Rmau. waleh is a feeessery besiz for the WM“
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1y chjeet sgeinpt the svatente otmnmm. _f
hdedt 1y apeatleal susipess. Lhet is why sowsthing else Lad i
o Fearwi wad thy FRench ailiterists kKaew nothing betler tacs t-o
*:ww* e ummtu uilitary somvention. The ides i £ m ’E
tRet iV shoaid peslly wot be woriawhiile to tsid sbout ib A III ’
soald be tue somsf thiag that ok hep on lo Gerscay for meny
asny yoors 4o moms, und agdody sho anocwe the eiiiels of m
Garzan delegstion is Henoe duoeld daow taet tuug wwald um :
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Paris, 18 rue de Pilsitst,
| 28 )*.p!'il' 19;’.}}.'..

Subject: Impressions of the Genoa
Conference,

My dear ir, Seecretary, 4

I arrived in dencsa Thursday April 20th, returning to Paris
VWednesday April 26th, Past experienge has convinced me that from five
to six days at a streteh 18 the maximum time that one can work effec-
tively on an informal missiom of this character, I plan returning for
another short visit about llay 5th, 1f the Conference remains in session,

Mr, Child, the American Ambassador to Italy, who is at Genoa
was extremely kind and in every possible way faoilitated my work, The
Department is fortunate in having this very able diplomat at Genoa at
this time, Jir, Child's agents are collecting and forwarding all Conference
documents, and therefore it was unnecessary for me to even attempt %o
duplicate this work which ir, Child had so well in hand,

A% Gemoa I found old friends of preceding Conferences of various
nationalities who willingly expressed their impressions on the course and
econduct of the Conference, The situation as you will realise is kalei-
doscopic, Detalled reports of happenings are cabled to the American
press by a varying staff of between twenty and forty American press
correspondents in addition to other American “special writers" in Gemosa,
¥hile many of the press reports are colored, mevertheless the important
Notes have been cabled in their full text and through such Kotes it is
possible to follow quite aoccurately the course of the Conferemce, In
view of the foregoing it is with hesitangy that I even venture expressing
the following impressions gs I realise that inmevitable changes in national
policies at Genoa may upset the very foundation upon which my surmpises
are built, My report must therefore be aeccepted with all reserve,

I came away from Gemoa after this visit with the firm convigction
that our Govermment hed been extremely wise and farsighted in its determi-
nation to refrain from participation in this Conference, While the
results of the Conference may be disappointing to certain Govermmental
heads now at Geno&, I am nevertheless constrained to believe that the
results will not be entirely unfruitful, A good asiring of the burning n
questions now under consideration at Gemoz while occasioning much hewd-
burning will, I believe, pave the way for later constructive work in
which, in my humble opinion it would be gdvantageous for us to parti-
oipate, I feel that the impression undoubtedly created in Ameries by
the various happenings at Genoz will undoubtedly stimulate the feeling
that Genosz 1is a sort of “gess-pool of political intrigues", lachiavelian

L “‘<




machinations, ete, This impression should not be asecepted without great
resefve, As a matter of fact, while there are undoubtedly eertain
idagchiavelian type of gentlemen at Gemoa, I can only think of = most
restricted number efficient on these lines, Of this number the majority
ére Bolsheviks, with perhaps only ome or two outside such ranks, By far
the great majority of the members of the Conference are men of high pur-
pose who are homestly endeavoring, so far as their nstiomalistic lights
will permit, to better the gemeral European situation, They are however
nervous and over-trained, and on this agcount quite frequently give the
wrong impression of lachiavelian tendencies,

The wvork of the Conference is divided into five broad classess

Finance,
Beonomies,
Transport,
Russia,
Bon-Aggression,

BEoUQwp
LI B |

The work of each one of the foregoing classes is confided to a Committee
{often assisted by Sub-Committees) who are charged with drafting
resolutions for presentation amd formal adoption of the Conferemce in
plenary session, The work of each one of these Committees and suggested
forms of resolution as = basis for disoussion had been drawn up by Allied
representatives who met in London some weeks ago %o draw up the Program,

A - FINANCE, This Committee has practically eompleted its work and

its report has been published, The report is guite academic in charzcter
and contains much sound advice, It has been carefully drafted so as to
steer clear a@o far as possible of debatable premises concerning reparations
and foreign loans, 1Its prinecipal recommendation, which I hold %o be conse
tructive, is the proposal for an early meeting of representatives of
central Banks, 1 hope that our Govermnment will perticipate in such meetings
and will be represented, if only wnofficially, by the best talent we have

in such affairs, I do not make this cbservation from any altrulstic motive,
In view of our specizl position as regards our gold holdings amd related
eurrency position, we have a most decided prastical mational interest in
meotings of this character, and in my opiniom it is incumbent upon us %o
adequately protect ourselves by representation,

B = BCONQUICS, The work of this Gommittee had not reached its final
stage when I left Genoa, From vwhat I gathered the same consideratioms

as to non kaferemces of the foreign loan and reparation features will hold
in the final draft as with the Finance resolution, My summise is that the
final resolution will also be highly academic in characcter comtalinming much
sound economic advice together with an elsboration of the so-called Ter
Yeulen or other well known eredit plam, It will not be hammful, though

I doubt if it will give any material result,
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. ¢ _~ TRANSPORT, The work of this Committee has not yet reached its final
stage, It is largely, nmot exclusively, concermed in considering recommen-
dations of the previous Barcelona and Forte-Rosa Conferences, These two
Conferences were called for the purpose of simplifying ond expediting
passenger and freight transport in Europe, The questions treated are
technionl in charscter, This Committee has encountered some difficulties
a8 the segretarial vwork was not well dome, In addition some politieal
considerations have crept im which are giving trouble, However all are
hopeful of a final resolution being adopted leading to immediate retifi-
cation on the shbstantial lines of the Barceloma and Porte-Rosa findings,
From a practicsl point of view the work of this Committee is of a most
eons tructive order,

D - RUSSIA, As you know, this question is the one most difficult of
solution at Genoa, I am still of the opinion that it was dangerous

to convoke the Russians at Genoa. However they arrived duly primed for

a "gallery play™, Their Delegation was at first quartered some miles
outside the city but are now installed in one of the large hotels in

the genter of Shmoa, The impression I gathered is as follows, The
Bolshevik leaders fully recognise that the intermal situstion of Russia

is about a8 bad as 1t can be and that therefore their own position and
possible existence is beecoming precarious, They must maintain “commumnistie
ideas™ but at the seme time they require “political or bourgeoisie support™;
the latter preferably in the shape of straight loans to the Bolshevik
Government but this being admittedly impossible them other forms of
outside support, It is apparent that they would be extremely reluctant

to quit Gemoa without having arranged for the de jJjure recognition of their
Government together with some adopted sgheme of financial afdd economic
exchange with the outside world, They must also return to Hosecow with

as much additional “window trimming" as possible, The real gquestion
therefore resolves itself into one of how far they must go in compromising
their position on sommmism to get this swpport,

It is generally assamed that iir, Lloyd George inclines to the
de jure recogmition of the Bolshevik Govermment and that he will use his
influence to this end provided he cam get what he considers the best

possible compremise out of the Russiams, ur, Llopd George's reasons for
this are well known to you and need mot be elaborated herein, It is mot
yet clear how far the others will follow him, though my Smpression is that
if nothing untoward happens he will get a considerable, if not umanimous,

following,

A pure guess on my part as to the outecome is the following, So
far as the position of Russia's debts is congermed, the Bolsheviks will
agree to the recognition of such debts in exchange for the Allies agreeing
to & long postponement of date of payment, & possible writing down of
certain portions of the debt, together with camcellation of long deferred
adjustment of interest, This is largely political eyewash, but it is
good practical politics from the home consupption point of view, both
of Allies and Russians,

So far as the re-establishing of foreign business in Russia .

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

EBdergl'ResarvarBank.-ofiStHEOUIS v~ « wo LA EEy HICT AR b A ARSI M -




| i e

is concerned, the Bolsheviks still maintain their nationalisstion (or,

in other words, confiscation) ideas for pragtically all important
industries as well as an absolute govermmental control of exports, For
this reason it will be diffieuls$, if not impossible, $o reach any trade
agreements at Gemoa &t this time, Uy impressiom is that lr, Lloyd George
will endeavor to overcome this by ignoring such confiscatory acts on the
broad grounds that “internal economic arrangements in Russia are the
affair exclusively of the Russian people™, Therefore, to avoid commiting
foutside nations to the Russian thesis, the agreement with the Russians will
simply set up the fundamental machinery wpon which each individual outside
Pover mey itself base its economic relatiom with Russia, It will provide
that Russia effects a judicial procedure and machinery necessary for the
protection of the persomal rights and liberty of foreigners emgaged in
economic puksuits within Russia together with some droad provisions for the
protection of property rights of foreigners, It is assumed that the
agreement will contemplate the setting up of courts, with neutral judges
sitting with Russian judges which, while operating wnder Russian procedure,
would nevertheless assure & certain jJustice im juridical determinations
econcerning foreigners,in Russia, It would then naturally follow that by
means of independent trade arrangements effeeted between indifidusl Powers
and Russia it would be possible to gradually force the Russiams %o depart
from their radical views, The agreement will alse doubtless provide for
the setting up of the "International Corporation™ for the extension of
eredits to Russia, The plan of this Corporation exists today amd has
doubtless been forwarded to the Department by Mr, Child, Briefly it is

a sort of paremt Corporation with hesdquarters in Iondon under the leader-
ship of vhich each of the Powers, if it so desires, may themselves set uwp
a spegial organisz=tiom to harndle their own eredits, In accordance with

my understanding the financial support of the parent eompany today has
been sgreed to by Great Britain end Belgium, Other Powers will undoubtedly
collaborate in its finaneial swpport, though this is not altegether clear,
The provision for the organization of the Imternational Corporation does
not impress me very much, It is not a partioculerly sound business phase
in its present shape, I believe it has been framed largely for the
purpose of eyewash and so as to give the Russians something to carry back
to their pudblic opiniom 68 =n accomplishment, I may be mistaken but I
doubt if in the long run any substantial sums of momey Will be practically
forthecoming to meet any comprehensive ecomomic operation umder this plam,

I would also surmise that the final agreement with Russia would
contain a provision for the setting up of a small Committee of representa-
tives of foreign Powers to handle Bussian affairs, Being rather of a
suspicious nature, I might even suspect a desire to use the administrative
organization of the so-pgalled International Corporation for this purpese,

tuough I may be completely wrong in this particulsar,

The situation with regard to Russia is changing every minute,
It will undoubtedly be largely cleared uwp even before this letter reaches
you, I can only give impressions of the minute,

I was considerably embarrassed during my visit at Genoe to
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regeive an unexpected visit of kr, Krassin to my room at the hetel,

He was agcompenied by an indiscreet friend of mine vho remained during
the whole course of his conversation, I was embarrassed but had no other
alternative then listen, I told Erassin and ny frienmd that if Kressin or
he were %o say that they had seen me I would deny it, and that he was at
liberty to take the same actiom in the event I made any referemce to

his conversation, Krassin agreed and I have no reason to expect bad
faith on his part, As s matter of fact he can have nothing to say as

I kept my mouth shut, Under seal of confidence he handed me the
Enclosure A which, while not comprehensive, mevertheless indicates

the general lines of the then Bolshevik positiom coneerning foreign
trade, His conversation was only concerned in am elaboration of the
ideas expressed in the encjosure so it is umnegessary to go further inte
it here, Krassin however in conversation did compare the present Bolshevki
regime with the recomstructioy regime following the French revolution,

He only half heartedly presented the nationalization idea explaining

that this was only a transitory reconstruction phase of the revolution,
that obviously foreigners would be reluctant to participate in Russian
regonstruction on this basis and that the Russians conld be expeeted

to gradually make further radical departures from their present

theory of govermment and personal and property rights, As an instance

of the possibilities in this direction, he stated specifieslly that the
Harvester Company and the Westinghouse Company had both guite recently
effected srrangements with the Bolshevik Govermment under which their
properties in Russia have virtually been returned to them in their
entirety, He admitted that similar concessions could be made fortheoming
by direet negotiation with the Bolshevik Government,

E « NN AGGRESSION, The position of this question is confised at the
present time due to the Anglo-French misunderstandings, However all with
whom I $alked in Gemoa fully realized the very bad impression generally
created throughout the world by the Genoa Conferenmce and that the Won-iggressiom
Past of Agreement was the best possible way of restoring confidemce a2nd
leaving a "good taste™ in the mouth of the world at large, I am inclined
to believe that if the Conference does not abruptly close that a formula of
Hon-Aggression will be found and adopted at Genoa, It will necessarily
contain certain reserves dbut all with vhom I talked sppreciated its impore-
tance and I believe all would go more than half way to meet on & common
agreement on this aecount, All appre¢izate the important bearing on Americam
public opinion of a fevorable determination on this guestion,

The Russo-German Treaty, This occasiomed a quite critieal incident, I enclose
herewith, as Exhibit B, a statement of the German position which was handed

me quite informelly by ome of the (erman representatives at Genoa, and which

I am quite certain had Rathensu's O,K, before being passed on to me, The
Treaty is mow being examined here in Paris by the Legal Service of the
Reparation Commission for the purpose of determining whether or mnot it
contravenes the provisions of the Versailles Treaty, I am informed that

vwhile their inguiry is not as yet complete, there nevertheless appears
unanimity in the opimiom that it does no% contreveme the provisions of the
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Treaty, It will yrobebly come before the Commission shortly for

finxl determination =nd a somevhat stormy sessiom may result, Hovever,

I believe the views of the lLegsl Gervige will be sustained, On the other
mc,m-uupmammtus»umm-wuum
extreme, Vhat the Yermoms reslly meeded im this first comferemee in whieh
they participated on an equal footing with the others was to create an

a of poufidence. I have mo doubt that the Germans have more

or less foumdation in faect for the views a8 expressed in the attached
enelosure, but this does mot in ny soquit them of stupidity,
There was great difference of opimion within the Cerman Delegution itself,
Bergmenn confidentially told me that he, delehoir and Hermes (the German
uinister of Finance) were sbsolutely opposed to hatheman's handling of this
question ond had @0 expressed themselves, iccording to Sergmann, he and
the other gentlemen mentioned seriously considered sbendoming the Germen
Delegation and were only restreined from purely patriotic motives, Bergmaan
said that it was the sole work of Lathenan, who was a “men with exsggerated
ezo and exalted comcelit™, The inecldent hos movw largely passed in the
stream under the bridge, but the poisom and lzgk of confidence it has left
in the a2ir is extremely regretiable, The whole incident must have givem
the Bolshoviks much pleesure znd I would not be surprised if theg would
endeavor to entice the Turks and others into somevhat similsar incidents,

:

> Paithfully yours,

James &y m Jr.

The Honorsble lelsnd Harrisom,
Assistant Secretury of State,
State Departw nt, Vashington, D,C,
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lieoting of June Sth snd 7th 1922,

The Neeting Gpemed at 11 a.m, M. Lounis DUBOIS (Chairman)
in the Chalr,

PRESENT s~
gir Johm BRADBURY end Mr, KiNMB/LI-COOK (Tnited Kinsdam)
Yo Louls DUBOIS and M, Msuclere (Frence)
The Marquis SALVAGO RAGGI and Signor AYAMELIO (Italy’

» DELAGROIX and Ji. BEMELMANS (Belgium)

\ttended waofficially:

Mr. BOYDEN and Mr, LOGAN {United States of ‘merica),

The following were in sttendance:

Mr, SALTER, General Seoretary,

]




1.

Ze

Mo DELACROIX stated that he had been asked by
the joan Comaittee to address the following question te

the Reparation Commission,

"icting on yowr instructions the Commuittee have
ccomenced the study of the subject of a foreign lom en~
trusted to it by tie Commission. Before uroceeding
further, however, the Committee consider it necessary to
ask the Heperation Comuission whether the woxds "regard
being had to its obligations under the Treaty of Versailles
and in particular under the Schedule of Payments of May Sth
1921," 2re to be interpreted u«s mesuing that for the purpose
of 1ts deliberations the Committee must treat the payments
prescribed by the Schedule of Payments a8 an wmalterable

obligation, subject only to the power of the Heparation

Comniss ion from time to time in the futwre to vary them in

accordance with the provisions of irticle 2354 of the Treaty,
or vhether (without of cowrse in any way engaging tie re-
sponsibility of the Commissiom)they are at liberty to ex-
amine the poseibilities of solutions iavolving wodifig:tions

of those arrasngements,"




- R
’ >
Se g mmm—.'msn-m.n.mm

m.nmuctnwmotmmmm
ho 8, “nmmumﬂ its Decis lon
cwcuntm it hed ontwsted tis Comni ttee with
the duty dumudlﬂiusnpﬁmﬂuen-
ditiore wnummmw nin view of

itn &aﬁm-tousa‘mwmmw of
vorsailles and h'thﬂl'.wmwonw
of Nay Sth 1921 negotiate hﬂ;budtnpnad-l«
which would be applisd to the pedemption of a part of the
capitsl reparation debt,.

4. 'mmeauammustm—rtc
me 0 be open to awy dowht. m:onmhinmh
the sense defined in the irsft reply traxemittod by the
Franch Dolegats ts khis cclleagues 1.0, ¢

5
; + wihe losns must have the rosult of fzcilitating

Goimeny's fulfilment of her cbligations, In pertioular, the
Comnission would agree that the Com-itiee chould give its
opinion on the mawer in vhish the prosseds of the lom should
bo applisd to acquitting Germany's obligatlons, and, if te
occes ion arose, On Lhe wodificstioms whishwould result

for the arrongement of the next anmities”,

6o tBut a reduotion of gormeny's obligetions themsolves
as these result from the Treaty of Teasce and the Schodule
of Payrents must be peither ons of the eoniltions of

the lom nor its result’.
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7e 'In order to obtain conviction, without any
room for doubt, as to the meaming of the decision of ipril
4th it is sufficient t9 recall the circumstances in which

this decision has been tuken,

8a *On March 1lth last the Interallied Conferemce
of Finance Hinisters wnanimously requested the Covemments
to intervene with their Delegates on the Reparation Commission
"in order to point out to tham the necessity of considering
a8 soon as possible solutions enazbling the payment of
reparation to be assured, both by the ilmprovement of German
finances by mesns of en effective control and by the
issue of foreign loans by Germmmy, secured on the progeeds

of the customs or other resources of the Reich chosen

by the Reparation Commission and destined to pay off a
position of capitul of her debt",

Qe
*The Ministers have also considered s& their

statements inform ws : "the debts contrazoted by the
Allied European powers amongst themselves during the war"
but they express no wish in this comection,

10, *On Mawch 14th S5ir Jodm Brudbury laid before
the “ommission a Jraft decisicn for the formation of a
Committee of Bxperts to be entrusted with the duty "of
condueting an enquiry md reporting to the Commission con~
ceming the possibility of the Cemman Goverment contracting
loans abread, the proseeds of which would be applicd to a

partial reimbursement of the Reparation Capital Debt”,
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Sir John Bradbury indicated the prineipal points to which
the Comnittee was to direot its attention ; The imounts,
conditions, guarantees, oﬁtnl. ete.

This draft raised difficulties amongst the
mntMMutu.mumulya_;pm
4thy after semi-officisl or wmofficial discussion that
the final decision was taken which instituted the Committee
of Experts. 7This decision ren as follows ;= in
expert Comrittee would be :ppointed to consider md re-
port to the Commission on the conditioms under which the
German Covermment, regard being had to its obligations under
the Tresty of Verssilles, and in particwlar usder the
Schedule of Payments on May 5th 1921, should raise foreign
losns to be spplied to the reduotion in part of the
eapital of the Heparation Commission Debt,?

There then follows indie=tions similar
to those in 5ir Jolm Bradbury's draft as to the means,
conditions, guarmmtees, control, ete,

This decision differs essentially from sir
Jolm Bradbury's draft owing to the addition to the words ;
"regard being had to its obligations under the Treaty
of Versailles and in particul & wnder the schedule of
Payments of May 5th 1921,

These words were inmtroduced in the text at the
request of the Fremch Delogate inm order to prevent the
poseibility of the questiom of the reduction of the German
debt being ralsed by the ixpert Committee, if, therefore,
in order to rsply to the question vaised by the Comuittee
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of Experts, we must confine ourselves te interpreting

our decision of April 4th, there is no doubt that our
interpretation must be in the sense of the draft reply
prepered by the British Delegate which would mthorize the
Expert Committee to comsider a reduction of the German
Debte

without wisking in any way to bind his
Government, the French Delegate adds that in no case this
reduction, even if it were considered necessary which
1s not his opinion cannet be considered without considering
at the same time the reduction or camoellation of the
Interallied Debts, But this latter point camnot be
considered at present =5 the United States Government
has ¢learly made known its intention of sbandoning none
of ite claims against the 1'1110-.

The Comeigsion, moreover, cannot consider
the question in this mamner even in the form of a simple

agreement with the intentions of the Ixpert Commitee.

These are the reasems which have led the
French Delegate to draft the reply to the iIxpert Comnittee

which he has submitted to his colleagues."
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S8ir John Bradbury stated - that when he agreed to the
ingertion in the terms of reference to the limitative words
t0o which the Chairmen had referred he hed tsken the object
of them to be to prevent the Comnisgsion being in any way com-
mitted to taking into considerstion any suggestions which might
be mede for modifying the ohligsations of Germany under the
Sehedule of Payments. He had not contemplated that they would
be held to preeclude the Committee from discussing and commenting
upon z2uy maetterg which the Committee itsel? mizht regard as
relevant to the subjeet nmatter of its enguiry.

The Committee had, however, now informed the Commission,
through liénsieur Delacrolx, thet in 1ts opinion no vrogress
wag possible unless ihe field of its enquiry comld be extended
in the manner indicated.

It sppesred %o 9ir John Bradbury that whatever might hawe
been the precise intentions of the lombers of the Commission in
introducing and accepting the limitaitive worde, the situation
which bhad now arisen wes one which must be considered on its
merits, Admitting, for the puvrypose of Ergument, that the terms
of reference 2g they stood forbade the Committee to extend
their enquiry in the manmer desired it was clearly open to the
Commission, if it saw fit, to remove the restriection. If the
Commission decided that it was desiveble to remove the restric-
tior whether it proceeded by the method of interpreting or by
that of tmending the originnl terms of reference was not =
question of any re2l importance,

The French Delegate had stated that France could not accept
a reduction of the debt owing to her by Germany except as part
of a2 general readjustment of international indebtedness, Sir
John Bredbury was entirely of M. Dubois's opinion that no

economic resettlement of the world is possible without such




general readjustment. But he was equally convinced that until
a provisional understanding had been resched in regsrd to
German reparations no basis for discussing such a general re-
ad justment existed.

It was &n illusion to suppose that Great Britain was

anxious to secure advantages for CGermany by means of the reduc-
tion of any enforceable French clsaim against Germany - & sftill
greater illusion to suppose that Great Britain wes willing to pay
for such A fayour to Germany either by reducing her own repsra-
tion claim or by writing down the dsbt owing to her by France.

Great Britein was anxious not only that Prance should re-
cover from Germany - but thai she herself should recover from
Germany - the maximum amount which it is materially possible to
make her pay.

She believed, however, that the German debt 2s it stands
under the Treaty &nd the Schedule of Payments wes to & lerge
extent & bad debt and in fact irrecoverable, end that attempts
to enforce 1% in its entirety would merely heve the result of
destroying the social a2nd economic febric of Germany &nd eo
ultimately making irrecoverable even that part of it which, with
& more moderate policy, could undoubtedly be collected, :

It had become obvious thet without & foreipgn loan Gernanyk
even given good intentions, wounld be ables %o regbore order in her
internal finences with d4ifficrlty {f =2¢ 211, even if she were
relieved entirely for & congiderable period from repsration
paymente,.

It wag probably - but it wes 2 point on whiech he awaited the
opinion of the lLoan Committee - that so long as the Schedule of
Payments demends were masintained &g &n unalterable obligation the

bagis of eredit nececeery {o enasble Germany to raise a foreign
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' loan eould not be found,

It is appoareion the best expert sdvice svailable, that
if the Peace Treaty obligations of Germany are for & period of
years reduced to gold merks per annum (with or without & modi-
fication of the present velue of the capital indebtedness)
foreign loens on definite terms and to definite zmounts are
likely to be forthecoming, but that without such reduction a
restoration of German credit canrot be hoped for, there would
be 2 bésis on which the Allied Governments could discuss the
general problem of international indebtedness.

Such an opinlon expressed by & body of expert financicre
in no way commitied the Allied Govermments in regard to their

(/////‘ decisions either upon German reperations or lnter-illied
indebtednesns. If = solution of the reparation gquestion
proved, in the opinion of practical financiers, to be possible
on & credit basis provided thet certain definite concessions
were granted elther in regard to time or amount, Germany's
creditors goenerally would be able to congider first whether

this methoed of solutiorn wag worth the sacrifices demended of

them and secondly precisely what concescions in regard to
their own internztional debts were necessary to meke it
poseible {or them teo afford to make the saerifices,

If they declded that the advantages of the credit solution
were not worth the sacrifices or if they were unable to
obtzin from their own creditors the concessions necessary to
enable them to mske them, it wonld slweys be open to them to
g#ontent thomselves with what conld be extracted from Cermany
year by year by such meang of pressure &g they were in a
position to employ, &nd in so far &5 the resultes of this pro-

codure fell shert of their theoretical due to ask for & pro-
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. portionate indulgence from their own creditors,

Sir John Bradbury w2e not in 2 position to say what con-
cessions if zny could be granted by Gre2t Briteir in respeet of
the French debt, still less whether any could be granted by
America either to France or to Great Britein, but 1t was obvious
that if 2 prectical solution of the Jermsn reparantion obligetion
were in sight and required only concesszions on the part of
Grent Britain and America to meke it acceptable by France,

© these countries would incur 2 heavy responsibility at the bdar
of history if they were to displsy lees considerstion to their
Ally then that Ally herself was prepsred to show to the be2ten
enemy,

But before &ny basis could exist for determining what
s2grifices ought to be asked from Great Britein or America, it
wag necessery to determine how much could be exiracted from
Germany, If there were & reagonable probebility ‘of securing
the whole 80 millierd of gold marks - the precent value on &
sanguine estimete of the obligations imposed by the Schedule
of Peyments - the gquestion of reduction or caneellation of
Interallied indebtednésa might not arige st sll, Concessions
whioh would be &pproprieste to & halving of this debt would be
inappropricte to reduction ¢f it by a third or by two-thirds,

Further, the gtmosphere for the grent of concessions at 2ll
could not be expected to be favoursble until it is clear thet the
concessiong if granted will result in a gettlement of the whole
problem,

‘ It would serve no useful pnrpose, even if it were practi-
ezble, to reduce the Germen lisbility by an arbitrary amount &nd
inter-allied indebtedness by an arbitrary peroentﬁge. if there
woere no better security for the recovery of the reduced a2mount

than for the recovery of the present debt,
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This wuld be a mere omiiimance of the procedure of

suscessive amputations to which the Franch peoyd.o\fi{f}t N
ob ject anl an inawuration of the same progedure in z'as\pé@xfi*s&\w ’_/
iuteral lied debts which was wot likely to be awy more popular
with the creditor allles,

The tim had mow Cone 0 Scekt a basis for a final and
pormgnent sottlement, Towards this the first step was o
obtain a sound expert gpinion upon the problem of the condi-
tions necessary for ti® re-establishment of Gemnan oredit, so
that the Reparation Commission and the Allied Governments
might, in the light of that opinion, cons ider in all independ
mce whother on the basia of reciprwwual compiomise the credit
machimyy of the world could once more be set in action,

It is for this reason that Sir John Brgdbury segexded it

as essential that the lLoan Committee ghould be pemitted to
congider in full liberty swi report to the Comuission on all

matters bearing oan the gqwstion of the w-estsblishment 07

German credit,.

babe 2
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The Marquis SALVAGO RAGGI was of the opinion that it would
not be pwoper o impose limits on the exsmimation which the
Commit tee o f Bauers might consiier necensary in order to
submit to the Commission a dreft intermationsl loan which
was likely to sueceed, This limitetiom was not advissble
becawme: ‘

(a) Any proposal made by the Committee would not bind
the Commission, which had noother powers than those conferred
uwon it by Article 234, In cmsegquence it might, or
night not, conwsider the proposals made to 1t, submit them as
they stood to the sllied Governments, modify them or
coment on then as they consider necessary.

iy Ampger that the casequences of the Committee
might bind the Commisalon or the Covernmemts, oven by a
purely moral oblization, was therefore excluded,

(b) The object of limiting tle liberty of the
Committee in regaod to the propossls to be made to the
Commission wonld be to avold sn opinimm by the Baukers on
Goxmeny's capacity of pgyment or on the pwpriety of
reducing Cerman debdts in any menner becoming public
property, But this object would not be attained for this
question had slready become prblic kmowledge from another
gomree, and 1t mgt be foreseen that tis bankers would give
tleir opinions with gll the greater freedom after the
Commit tee had been dissolved, if they had been prevented from
giving their opinion in a report to the Commisaion,

(e¢) T™e Committee’s proposals comceiming the
complete solutim of the reparation gwestion would also
agsist the Covermments in the discussion of ¢ ther vioblems
which were closely bound up with this question aml, in
goneral, in the restoration of Burope, It was clear that




¢
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the inter-allied debts lad to be considered,

The statewnts which tiey had just hemrd showed that
all the Delegates were unanimous on the camection between
reparation anl tl® inter-allied debts, anl itfvas to be
hoped that this comwilction would allow the French Delegate
to agree with the opinion of his colleagues,

As a result of this wnanimity a positive opinion would
be obtaimed from the Committee which, if this were mot the
case, would prdably limit itself to stating the impossibility
of placing a Cerman loan abroad, which would entall a
situatim, tl®» gravity of which it was wmecessary to point
out both to Boxmayy anl to the Allles.




! 5e M, DELECROLX then made the following statement:-
"If I had considered the reqwst addressed by the Committeo
of Bgnkers to the Zeparation Commissia, a damgerous
manoouvre sgainst France latended o make the internatiomal
loan dependont on a fresh yeduction of her eredit, I should
have refused to be its bearer, But I think that I can state
that the Bankers' opinion ls free from my partisan spirit,

After an exchamge of views during six meetings, thay
have, for various roasons, come to the unanimous comelus ion
that & limited losm, even if well secured, would have no
chame of nteresting the internatiomal imvestor, if it dd
not agyear to be a stage towards a gumeral solution of the
ieparation problem v ick is oppressing Iurope, Having

wasisd this conelusion, the Meubders of the Committee have
declered themselves disposed, if tley wore mot open to

oriticism for mving oxceoded the strict terms of their

waniste, to push their examingtion furtier anl to contemplate
all the cmn;m vikich the iseue of foreign German loauns might
damand without excluding those necessary for the re-establish-
mont of Germyy's credit abroad, In doing so the Committee

as no inteuntioh of emcroashing on the powers of the

Hoparation Commigsion, nor on those of the Governmeuts, but

only of glving tlem advice which might servw as a point of
departure for an exchange of opinions between tiem aml migat
doubtless incresase tie possibility of the issw ofa

lan by Germayy, fThis is the meaning which the British
Delegate atXributes to the reqwst of the Bankers' Committee; he
has stated that their opinion might be the starting point of a sue-
cessful attempt to bring the reparstion gwstion on to the way of

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

Eodoral RBocarve Bank of St loyis a0 @ 0 3 "




6

itized for FRASER
:/lfraser.stlouisfed.org/
ral Reserve Bank of St. Louis

practical realisation, and to comsider the whole of te

problem of the Inter-Allied debts, adding that without
this necessary preliminary starting-point, the consideration
of the problem of Inter-allied debts would be inevitably
gontinually adjourned.

In these circumstances it appears to me impossible
to adopt an interpretation which would have the effect in
America of encouraging the opinion that we have, even without
in any way binding the responsibility of the Reparation
Commission and of the Allied Governments, refused the

opinion of experts given on purely banking grounds,”

My, BOYDEN made the following statements "Wihile I
have always regarded the mandate 0f the Loan Comnittee as
instructive, and felt that only & negative answer would be
possible under its terms, I have ix always expected that if
this proved to be the ocase, the Commission would be glad
to receive sauggestions from the Committee as to any changes
in conditions whieh, in their judgement, would make 2 loan
possible, My personal judgment is therefore that the
Committes should now be given liberty to make such suggestions.

As my colleagues have indlcated that in thelr minds
there is 2 close relation between changes in Germany's
indemmity obligations and the Inter-Allied debdt, I mast add
that this subject is not within my competence. The Inter-
Allied debt has already beem the subject of leglslative
action by the United States Congress, and a Committee
appointed under that legislation is alone competent to deal

with it.




7.

1 am of opinion that any emphasis on a possible
velation between the two subjects is likely to make more
difficult the result which seems to be hoped for. I note
that the declaration of the Fremch Delegate contains a
just appreciation of this point of view.

I will further add that personally I have never seen
any comnection between the two matters. Ho one is likely
to suzgest that Germany should be relieved of any obligation
which she can reasonably meet, The only effect of a change
in the indemmity will, therefore, be to increase not to
diminish the amounts likely to be received from Germany.

1 feel that the Allies have already lost considerable sums
which under a different policy might have been obtained
from Germany, and that more will be lost unless the policy
is changed., If this opinion is well founded, the changes
likely to be suggested cannot result in any sacrifice by

any Power."

Sir John BRADBURY then proposed the following
resolution:-

"The Commission intends that nothing in the terms of
reference should be held to preclude the Committee from
ezamining any of the conditions which may be necessary for

he raising of external loans by Germany, including such as
relate to the gemeral re-establishment of her external
credit,

Indeed, amy suggestion which the Committee may be able
to offer from this point of view, without of course engaging

the responsibility of the Commission, could not fail to be

of the greatest value,"




R 8,

/

r
9.
10.
11,

The Commission decided in favour of this resolution
by a majority, Sir John BRADBURYS Signor d4'AMEBLIO and
Me DELACROIX voting in favour and i. Louis DUBOIS against,
My, BOYDEN expressed his personal agreemeut with the

majority.

The CHAIRMAN expressed his regroet at belng unable
to associate himself with his colleagues' opinion because
a careful study of the question obliged hinm to maintain
the opinion which he had expressed at the first meeting

at vhich the gquestion had been dealt with,

He added that the Comuittee was none the less at
perfect liberty to take account of the majority vote to
continue its studies on a wider sgope, the CHAIRIAN being
convinced that the Committee would do so with all the

necessary discretion.

The leeting rose at 12 noon on June 7th,
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REPORT OF THE LOAN C QIMITTEE
TO THE
REPARATION C GMMISSION,

The Loan Committee has the honour to submit to the
Reparation Commission the following Report stating the
result of its deliberations between May 24th and June 9th
1922,

TERMS OF REFERENCE AND SCOPE OF ENQ UIRY,

The terms of reference under which the Committee was
appointed were the following:

"An Expert Committee would be appointed to consider
and report to the Commission on the conditions under which
the German Government, regard being had to its obligations
under the Treaty of Versailles, and in particular under the
Schedule of Payments of May 5th 1921 ( French text: "en 1l'etat

de s es obligations telles qu'elles sont defindes par le

Traite de Versaillles et en particulier par 1'Etat des Paiements
du 5 Mai 1921" ) could raise foreign loans to be applied

to the redemption in part of the capital of the Reparation
Debt.,

The Committee would in particular consider:

(1) The terms on which such loans eould be raised
and the amount which might reasonably be expected to be
obtainea in the near future and in particular in the
course of each of the next two years,

(2) The security which could be made available for
potential lenders without undue prejudice to the future

interest of Reparation,
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.~ ~=—~ (3)--Phe manner in- which-the revenues-and- other
assets-assigned. to-vhe-service-of the loans--sheuld-be- -+ ~- -~
controlled and administered and the relations to be established
as between the German Government, the representatives of the
lenders and the Reparation Commission,

TheCommittee was instructed to consult with persons
having practical experience in connection with the lssue of
Government loans in New York, London, Paris, Rome and Brussels,
Amsterdam, Berne, Berlin and elsewhere, with a view to the
formation of a pra ctical plan to be submitted for the approval
of the German Government and the Reparation Commiss 1onﬁ'

The Commitsee, after considering these terms in both
texts ( which they were informed were e qually authoritative )
felt some doubt as to their scopees On June 1st they therefore
addressed the following question to the Reparation Commission :

"Acting on your instructions the Committee have
commenced the study of the subject of a foreign loan
entrusted to it by the Commissdion, Before proceeding
further, however, the Committee consider it necessary
%o ask the Reparation Commission whether the words
"regard being had to its obligations under &he Treoaty
of Versailles and in particular under the “echedule of
Payments of May 5th 1921", (French text: "en 1'etat
de ses obligations telles qu'elles sont detinte? par
le Traite de Versailles et en perticuldier par 1l'Etat
des Paiements du 5 Mad 1921" ) are to be interpreted as
meaning that for t#he purpose of its deliberations, the
Committee must treat the payments prescribed by the
Schedule of Payments as an unalterable obligationm,
subject only to the power of the Reparation Commission
fromtime to time in the future to vary them in
accordance with the provisions of Art, 234 of the Treaty
or whether ( without of course in any way engaging
the responsibility of the Commission ) they are at
liberty to examine the possibilities of s olutions
involving modifications of these arrangements,"
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‘A SHNGIETY e \ I

-

on June Tth the Committee rcceived the following

reply from the Reparation Commission:

"In reply to the question addressed orally on
behalf of the Loan Committee by its Fresident, the
Reparation Commission has the honour to inform the
Committee that, at an official meeting held this
morning, it took the following resolution:

"The Commission intends that nothing in the terms
"of reference should be held to preclude the
"Gommittee from ®@xamining any of the conditions
"which may be necessary for the railsing of external
"loans by Germany, including such as relate to the
"general re-establishment of her external credith
"Indeed, any suggestion whichthe Comiitee may be
"able to offer from this point of view, without of
"course engaging the responsibility of the

" Commission, could not fail to be of the greates®

"value "

"Phis decision of the Commission was taken by a
ma jority, the British, Italian and Belgian Delegates
voting in favowr of it, and the French Delegate against
it. The American Unofficial Delegate exmpressed his
personal agreement with the ma jority."

-~

THE POSITION OF THE Q MMITTEE IN RELATION TO THE COMMISSION,

On recelpt of this reply, indésating that the chief
ereditor of Germany did not desire that any recommendation
should e made which would involve the possfbility of new

limitations on Germany's obiiga.tionn, the Committee
decided that they could not usefully, for the time being,
continue their enquiry and that they ought therefore to
confine themselves to furnishing a reply to the question
originally addressed tothem, taken in its more restrictive
sense, and at the same time to give their weasons far this

decision,
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At the outset the Committee desire to make their
own position clear beyénd the possibility of misconception, *
Its members were invited by a unanimous decision

of the Reparation Commission to come to Paris in order
that they might give technical advice, as bankers, on

the conditions on which an external loan could be raised
by Germany. At no time have they had the least wish to
usurp wider functions. They have fully realised through-
out that their technical advice, once giveny would con=
stitute but one factor in the problem which has to be
solved by the Reparation Commission and by the Aliiod
Governments alonees As soon as they met, the bankers on
the Committee were unanimous in their obinion that, for
various reasons, t hey could not, within the 1limits of
their terms of reference understood in their more
restrictive sense, offer any prospect of an e xternal

loan, Certain members, howover, were of opinion that

if the Commission or the Governments made a more definite
statement than at presnet exists regarding the ammual
payments which they intend to emact from Germanyy,

such a loan could be favourably considered, Ead they
received a unanimous invitation to state what limitations
of these payments were, in their opinion, a necessary
condition of external credit, these members would

have been glad to do sos Such limitations would, however
have been recommended only as the conditions of a loan 4f
a loan were desired, They would have implied no view as
to the amounts which the Commission ecould or should enforce

Federal Reserve Bank of St. Louis
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if the Governments were content to wailt for annual
payments without mobilising them beforehand by a loan.
The Commission or the Governments, even if they had
considered the opinion of the Committee to be a sound
one, would nevertheless have been perfectly free to
decidn that they preferred to continue to cons ider
from year to year the ¢apacity of Germany and to
determine the payments accordingly. In other words,
any figures mentioned would have nocesserily
represented an opinion, not as to the probeble maximum
capacity of Germany, but as to the sums which the
lending public of the wordd, forming iis judgment

amid all the perplexities of the preseant situaiion,
would confidently believe to be well within

Germany's capacity. Payments, even 8o cau&iousiy
estimated, would still be very considerable; the
Committee recognise that the Allied Governﬁenta might
nevertheless desire, even at the cest of foregoing &
loan, to retain full liberty to ezmact the larger annual
gums which Germsny's developing capacity might-iater
render possible., The Governments would not only have
been at full liberty to take such a decision but, if
taken, it would have been in no way inconsistent with
the teehnical advice of the Committee. If this advice
had been given, however, a declsion could have been

taken in the 1ight of c¢learly presented alternatives, X
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DIFFICULTIES IN ACCEPTING A "MAJORITY"™ INVITATION,
. In these circumstances the Committee were
led to consider whether they could usefully continue their
studies inwesponse to the majority invitation of the Com=
mission. They decided that for the time being they eould nob
do so, for the following reasons =
(1) Prance is Germany's chief creditor,
In any reparation problem her interests are the most important
factor, The Members of the Commitiee had hoped that the chief
benefit of any advice which they could have glven would have
been derdived by France, Theyare all extremely anmzious that
no action of thelrs should injure her interests, If there=
fore France does not now desire any enquiry into the more
general conditlons necessary for the rdﬁestabllshment of
Germany's external eredit, the Committee do not feel justified
in wndertaking such an enquiry, They are confirmed inthis
view by the consideration that in exdisting circumstances
they eould not have profited by t he a ssistance of their Freneh
colleague.
(2) As explained below, the Committes
consider that a favourable atmosphere is egsential t0 2 success-
ful flo;t&tion of & loan, The known difference of view among
membors of the Commission es to the limite of the Committee's
mandate have for the time Deing created an atmosphere unfavour=
able to such an issuwe, The Bankers on the Committee cannot
fail to take into account this fact, being aware that if they
advise as ® the conditions of a loan they incur a moral
responsibility to do all in their power to make the loan

'successful,

For the above reasons the
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Committee decided that they must suspend their work for

the present,
THE POSSIBILITY OF A LOAN IN TEE ADBSENCE OF ANY NEW

LIMITATIONS IN GERMANY'S OBLIGATIONS.

Feeling thus unable to take advantage ¢f the ma jority
invitation of the Commission to extend the scope of their
deliberation, the Committee have ¢onsidered the problem
presented under the original mandate as understood in the
more restricted sense,

On the a ssumption that the present provisions of the
Treaty of Versailles and of the Schedule of Payments
remain unchanged, is an external loan possible, and, if so,

under what conditions ?

The Committee were confronted with #he following

difficultdes:~
(a) It was stated that the re-establishment of the

general credit of Germany is impossible go long as the
lending publiec feel no assurancé that the obligations of
Germany as they are at present defined, and as they may be
enforced, are within her capacity; and that her will and
intention to meet them wili be meintained, So long as this
is the position, an dnvestor is bound to be influenced by

the possibility that a collapse of German finance resulting
from the present uncertaintiy may produce a social upheaval,
It is, however, difficult to find securities which under

gsuch conditions would be regarded as a satisfactory
guarantee for a loan, or at least for any loan of such
dimens ions and for such a term as to give substantial

relief to the situstion, Even a first-class
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security like the Customs, which under stable conditions
would provide & sound guarantee for a considerable loan,
might fail to retaim a sufficient gold value if the
sconomic position of Germany or her social conditions
were seriously disorganised., ©Such possibilities may

be remote, but the investor in a long-dated loan naturally
tends to envisage the worst rather than the probablej

(b) It was stated that investors in some of

the most imporf.ant countries, notably in the Ynited
States and Great Spitain, would find no real atiraction
in a loan to Germany which was not caleulated to promote
& permanent se'btleﬁent of the Reparation problem, And
it is obvious that even if a loan could be raised on the
basis of assigned securities rather than on the basis

of Germany's genmeral oredit, it couid at best do no more
than asgure a short respite; thereafter, Germany would be
faced with her undiminished reparaticn obligations with
the further handicap that her best securities would :
have been already mortgeaged for the service of the loanl
In the meantime, bith Germany and the rest of the

world would have been suffcring from the continued
Juncertainty which In every couniry is & serious obstacle
to economic recoverye. Thus, even if such a loan were
poseible, it would represent at the best the payment of
a heevy price merely in order towmit for conditions

which might be more favowrable for 2 general settlement, /-
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(e) It was also stated that investors in countries
which took no part in the war were suffering severely
from the depreciation of the mark, partly because they
had invested heavily in marks, and partly because the
commercisl competition of Germen industry derived an
artificlal advantage from this c mtinued depreclation}
and it vas stated that in these circumstances they also

would feel no Interes% in a loan which offered no pros-

pect of establishing Germany's finences on a stable
foundation,

(d) Again, as regards France, it was stated that a
iimited loan would encounter great difficulties, since only

a small proportion of it could at best return direcvly to

France &g repirations

Realliging these and other difficulties, and feel~-
ing that they ought not to recommend a loan of whiech
they eould not conf'idently anticipate a successful issue
in their respsctive merkets, the Members of the Committes
have, with great regret, arrived at the conclusion that

under present condltiong, they caunot advise that an

external loay is feasible.
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(10)
® GENERAL OBSERVATIONS AS TO FUTURE POSSIBILITIES OF LOANS.

Having regard, however, to this negative conclusion,
the Conmittee, while feeling unable to accept the majority
invitation of the Commission to0 examine in detzil the wider
problem, consider that they may usefully add the following
general observations upon it. |

(a) An essential eondition of an extornal lcan at any time
is that the publiec should feel that Germany is herself making
a real and substantial efford to place hef public finances upon a
stable basis, It is of the greatest importence that through the
technical security to be given by Germany and the rehabilitation
of her financial situatlion, she sheuld clearly show a desire to
meet her obligations in the hope that by the fulfilment of those
obligations she will re-egtablish her oredit,

(b) The second essential condition is that dealt with in

detail above, vizs the removel of the present wucertainiy regadd-

ing reparation obligations,

(e) The Committee had befare them a statoment ihat American
Bankers and investors could in these circumstances be interested
in a substantial degree in the ovurchase of German obligations, but
only if one further fundamental condition were satisfied, viz,,
that such a loan should be at the umanimous request and for the
benefit of the Allied natiome. This unanimity could be in no way
better expressed than by the active co-operation of the bankers of
the Allied and neutral countiries in the distribuiion of the

gsecurities to their own nationais.

Among the fundamental conditions of American participa-
tion, therefore, was unanimity among the lenders as well as
establishment of the credit of the borrower.

(d) Most of the members of the Commitiee are well

aware that any advice of theirs, whils it might have assisted
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g could not in itself have secured these conditions. They
fully realise for emample that if they recormended as an
essential condition of a loan & limitation of Germany's annual
payments, the countries concerned, in considering the effect
on their finmancial situstion, would necessarily have in
mind their own external indebtedness. They wealisé that &
gsolution, however desirable in itself, might in fact prove to
be impracticable unless it were a preliminary to other
financisl adjustments, The element of uncertainty whiech
acecentuates the burden of Germany's obligetions is also a
gerious factor in the case of the external public debts of
the Allied countries. In this connection, the Committee
desire to xecall that in considering the conditions of the re-
establishmicnt of Cermany's general oredit they regard
certainty as essentlal; mere lenieney in enforcement, s uch as
the Commission may show without modifying the total obligatiom,

is not sufficiente

Sueh questions, however, s lnter-Alliled indebtedness
are outside their competence, snd cannot therefore be d iscussed
here., But the Commiitee cannot iguore the fact that in the
minds of those who consider any adjustments of the Reparation
obligations, they are bound tc be discussed and that they are
emong the factors in t he problem of seccuring that deslrable
Allied agreement which they cqnsider one of the essential
conditions of a loan to Gernanye. Inthis eonnection they
bage in mind the conslstent principles contained in the
advice of economists and financial experits since the memorandum
submitted on 15th Janvary, 1920 +to the Governments of several
BEuropean countries, and to that of the United States, principles
which were accepted by the Brussels Financial Conference in September
to October 1920 and have recently been endorsed by the Genoa Con-
ference of 1922,
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CONCLUS T0N.

In conclusion, if the Committee have feli
obliged to be discowrsging ac to the prospecis of &
loen in the precent position of Germany's credit, they
desire to be no less emphatic In stating the ir cone-
viction that, provided the necessary coﬁditions for
the revival of her credit can be realiscd, substantial
loans coulé be sucecessfully floated In 2ll ihe main
markets of the world, Purely financial conditions
are now definitely favowmable to the 1ssv’ of such

loans, more favowrable than e% any time zince the warse

The Committee wish to assure the Cormission that

it 48 their earnest desire to do everything iu their

ng such loens If the condi-

tions to which they have referred can be segwxred,
They are deeply conscious of the immenss assigtance
t0 the economic recovery of the whole world whioch
would be afforded by the gredusl conversion of the

German obligation from:a debt to Governments into a

debt to private Investors based like other public debts,
not upon externsl sanctions but upen the goneral oredit of

the debtor ccuniry. They believe, indeed, that the resumpt-
tion of normal conditions of trede beiween countries and

the stabilisation of the ezchanges sre impossivle without

the defirdite settlement of the Reparation payments as of othep
external oublic debts, If at any t ime therefore the Com=-
mission is able tc repeat by a unanimous decision the invita-
tion which has now been extended by a majority, the Committee
will be gled to meet again and resums the enquiry whieh

has now been interrupted. They cannot conjecture

whether the Allied Governments would be able to accept

the necessary conditions, but, if so, they repeat that

they are hopeful that subsiantial loans could be raised,
ed for FRASER
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Finally, the Committee desire to point out
that in the meantime, and even during the interval between
such a renewed inviteation and the conclusion of subsequent
negotiations, Germany's financial position may obviously
be threatened with serious dsnger, Protracted negotiations
for a large and long-termed loan might mature too late if not
preceded by immediate help, DBut if the problem were con=-
sidered anew in the Improved sircumstances suggested, and
with a real prospect of an ultimete settiement, the
Commrittee fecl thet the obstacles which at present confront
an dnterim loan would probably not prove to be insuperable.
with real hope of n definite settlement within a reasonable

period it would be much easier to arrange 2 shorter-

term secured loen sufficient to save German credit from

coliepse during the periocd of negotiation, The Connilttee
need scarcely add that they would be glad under these
conditions %o give sny assistence in their power in regard
to such a limited loan ss well as in regard to the larger
and more important problem,
(8igned) ILeon DELACROIX

M, D'AMELIO

J .P JMORGAN

R .4 KINDERSIEY

E VISSERING

C. BEBGHANN
June 10th 1922,

Monsicur Sergent is unabls to asscciate himself with
the above conclusions and with some of the statements or
suggestiona contained in the present rsport.

Referring to the numerous romarks made Hy him in the
course of the Comaittee's dellberailons, he makes the

general statement that he cannot, in order to promote & loan,
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sontemplate new limitetions in Cerrany's liability which do
noe appear 40 him to be Justifiable, nor any diminution
whatsosver of the rights of France recognised by t he Treaty.
In agreement with the French Delogate oa the Reparationm
Commigsion he 1s of opinion thet it was not within the com-
petence of the Committee of Bankers io enquire into modifi-
cations in the obligation of the German Government as defined
in the Treaty of Verzallles and in pabbicular in the

Schedule of Fayments of May 5th, 1921,

(8igned) Cl. B. SERGENT.

June 10th, 192Z.
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EEPARATION COMMISBION.
14th June, 1922,

From: The Reparation Commission.
To: The German Gwornmit.

In its letter of the 3lst May 1922, to the Chancellor, the
Reparation Commission stated that several points in the Chancellor's
létter of the 28th May required further elucidation, and that a
further cormunication dealing with matters still outstanding would be
addressed to the Chancellor at an early date, Accordingly, the >
Commission has the honour to make the following communication to the
German Govermment.

It has already been settled that the details of the arrangements
propo sed for dealing with the following questions will be the subject
of deliberations with the Committee of Guarantees:-

(1) Supervision of the receipts and expenditure of the Reich,

(2) Abusive Export of Capital.

(3) Statistics.

The Commission will accordingly await the result of the delibera-
tions of the Committee of CGuarantees with the German Govermment on
these points.

Apart from these questions, there remain the following matters
still to be dealt with:

Forced Loan: The Commission has the honor to acknowledge the re-
ceipt of the Chancellor's letter of the 30th May.

The Commission understands that all adrangements will be made in
due time for the receipts collected in this respect before January 1,
1923, to reach the f minimunm rigure of 40 milliards,

£ Public S ts:

The Commission wishes to point out that the Araft budget sub-
mitted to it makes no provision for supplementary receipts to cover
the deficit in the public services,

It is true that in the Chancellor's letter of the 28th May, the



>
. following passage occurs:~
"The subsidies to public services are abolished.
"In 1922 the expenditure provided to reduce the price of
"foodstuffs amounts to only 950 millions as against 1% to
"2 milliards in 1921. The other subsidies and grants have
"been abolished in so far as existing obligations allowed
"and in so far as it was possible to modify the alministrative
"organisations, Other expenses have also been abolished.
"By these means the expenditure provided for in the 1922
"pudget is 24.5 milliards less than that in the 1921 budget.
"As will be seen from the final observations in the
“"enclosed table, the extraordinary budgets of the gemeral
"administration and of the public services contemplate econ-
"omies amounting in all to at least three milliard marks.,"™
No mention, however, is made of ways and means to cover the

extraordinary expenditure of these services, which for the

railways amount to 16,986 millions and for the postal service to
2,634 millions. The Reparation Commission awaits definite pro-

posals from the German Govermnment in regard to this question,

u of ¢ ghsbank,

The Reparation Commission notes the Chancellor's assurance
that the Law of 25th May 1922 secures the complete independence of
the Reichsbank., It mo@us that this Law withdraws from the

Government the right of direct intervention in the conduct of the

operations of the Bank, which it derived from the Law of 1875,

In oxder, however, to secure real inlependence of action it is
necessary not only that the Bank should be independent qua institu~
tion but that its persommel should also be independent.

The Commission assumes that the rights of the Govermment in
regard to the nomination of the @xaikiman Chairman and Members of the Beard
of Direction are limited to a simple veto on appointments and that \
entire liberty of choice will be left to the shareholders or their

representat ives,
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™ It attaches much importance to this amd indeed would prefer to

see the veto confined to the selection of the Chairman only,

The Commission is further of opinion t{nt the Chairman should
invariably be selected from the existing members of the Board of
Direction.

The provisions of the new Law are not very clear in these respects,
and the Commission would be glad to receive from the German Government
an assurange that they will be applied in the mammer indicated above.

Farther, as regards the remumeration of the persomnel of the Bank,
all gquestions of the salaries to be given to individuals should be left
to the shareholders' representatives.

While the Commission does not insist on the immediate introduction
of a further law to place these points beyond doubt if the German
Government will undertake that the existing law will be applied ad-
ministratively in such a way that the objects which the Commission has

in view are secured, it reserves the right to ask for further legis-

lation should experience show it to be necessary.

The independence of the Reichsbank, however, even when made com=~
plete in the manner above indicated will only be of prastical utility
for the purpose of safeguarding German currency and credit, if it eam

be effectively used to secure that loans by the Reichsbank to the

Government are made only in accordance with sound banking prinsiples.

S0 long as the Reichsbank is permitted to issue notes against
Treasury Bills an effective exercise of its autonomy in this commection
can scarcely be looked for.

The Comnission recognises that any limitation of the fidueciary
eirculation must be preceded by the covering of the public expenditure
by real receipts from taxation or internal loans without recourse to
the issue of Treasury Bills discounted directly or indirectly by the
Reichsbank, and that it would be premature at the present moment to
attempt to reestablish purely and simply the limitation of the note
issue abolished by the Laws which have been voted since 1914 in amend-

ment of the ILaw of 1875, without having first put the State finances
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in order. But the Cormission is of opinion that the Cerman
Government should forthwith take in hamd the preparation of the
measures which will have to be introduced at a later stage to
re~eoteblish o rsasoneble limitation of the right of issue of the
Bank, and that it should set itself resolutely to the task of
applying them progressively as soon and as quiekly as circumstances
permit, PFeiling such action, there is great danger that the
sacrifices which the German people are being called upon to make
to check the expansion of the floating debt will fail to realise

the end in view.

(Signed) DUBOLS
John BRADBURY
Leon DELACROIX
SALVAGO RAGCL.
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C.G, Subject Index 444, PARIS Document 923.
COMMLTITE OF GUARANIEIS, mugust 18 1922, f

géﬁglligence Service,

47 THE GRMAN EXCHANGES DURING THE FIRST WEEK OF AUGUST 1922,

 £) THE SERLIN EXCHANGE DURING THE WEEK LNDING AUGUST 6 1922,

The disastrous depreciation of the mark continued at a constantly
increasing ratej;during the first week of August; the "Industrie und
Handels Zeitung" attributes this fact to the maintenance, or aggravation
of the "destructive reparation policy" carried on by Franceé. The request
that the monthly coipensation payments be reduced from 2 million nounds
to 0,5 miilion pounds was brutally rejected by the French Government; the
latter threatemed to take penal measures in case of nonepayment; the
mark fell in consequence to 0,11% cents at New York, which mesns a
parity of 870 marks to the dollar, At Berlin, this rate was only
exceaded by accident; the dollar always recmained under 900 marks, On
Thursdgynand Friday afternoon, a tendency towarda buying was noted;
roreign.ourrenoies fell slightiy (the dollar fell to 720 marks), but
on Saturday the market became firm once more, which was especially
noteworthy at the end of the week, No appreciable fall in the rates of
foreign exchange can therefore be expected during the caming week, The
"Indqstrle und Handels Zeitung" expressed the fear that the new burdens
might fall on German economie conditions, éven were the scheme.of the
French Government to be mitigated considerably in the course of debate,
A financial reform, which would not include a revision of the Peace
Treaty; a Customs control, and the faet of allowing Germany's former
enemies to take shares in German Companies, would, the paper considers
be susceptible of hastening the ruin of German ecconomic life, The mere
threat.of such measures sent the dollar up in a few days from 600 to
90C marks, vhereas it was quoted at 400 marks only a few weeks ago,

“ith regard to the consequences of the new fall of the merk on
German economic conditions, the paper considers that the full extent of

these cannot yet be appreclated, Irices continue to rige daily, thereby
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PARIS Document 923.

SGnding up the costs of production, and the scale of wages; moreover the

depreciatlon of the mark raises great anxiety concerning the situation

of the money market,

This situation gets worse week by week; the

money shortage, and the shortage of credit, continue to exist, It

has long been found impossible to procure the necessary credits to

éompensate property estimated at a given value on the open market,

which is now thrown on the German market,

Inflation increases:

the

last balance shect of the Reichsbank showed an enormous surplus of

13 .7 milliard marks; yet this increase, which represents only about 8%

of the fiduciary issue, is insufficient for a period when the level

of exchange rates, and the goods depending thereon are ralised by 50 or

oven 100%. The increase in the number of ba?knotes in circulation

always remeins less than the incrsase in prives;

if thils fact is

satisfactery fram certain points of view, it emphasizes the money

shortage to an alarming degrse,

the security market,

week had but small effect on the security rates.

This money shortage is felt most on
The rise in the exchange rates during the past

The paper notes

that the average rates of securities are at present at the same level

ag they were at the beginning of the year, when the dollar was qucted

at between 200 and 250 marks,

The forelgn exchange rates during the past week, were as follcws

Amsterdam-Rotterdam....
Brussels-AntwerpPececesscos
Buenos-Aires.eses o
Christianigcssseec.
CopenlagtnNe eesesscssiesses
StockholMevesesossesiscsns
Helsingfors........-«-.r..
Italy.............-;«...o.
LONAdOoN . vesessssssesisssasse
Noww YOPrKeeoeosooeoctesessse
Parie.o..o-.o..;a.s-.f....
SWitzeI‘land.-.’--...-.'-...-.
Spain...........'.;’.'......‘.
Vienna (German Austria),..
Prague..;.;;.b;-s...it....
Budapest.esssssssssovevaccns
Bulgaria;io}iinhkiibio0000.
J.a‘pan:ob‘o!or_'.-o.oo'.lio.tiv‘ott000"0

Rio de JeOiYD s s s insnen s00

o v e

G e ®c o000

30 B0 0n0ge
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29.7
23 ,620.40
4,719.C5
222,20
10,436,90
13,033 .65

15,830,15

1,258.40
2,771.50
2,701.60

605.24
5,013 .70

11,610.45

9,463,15

1,403
1,423 .20,
31.46
367 .50

1.8

24.818,90
4,993.75
233,20
10,786 ,50
13,682.85
16,679.10
1,328,530
2,921,30
2,856,40
643,19
5,293 .35
12,259.65
9,987.50
1,33
1,578,00
31,06

305450 |

&

5.8
32,559,25
6.491.85
307 .60
14,531.80
18,227 .15
22,072 ,35
1,602.70
3,765,25
3,755 .30
828 .96
6,791 .50
15.955.00
12,883 .85
1.33
2,057 .40
33 .70
519,35
397,00
115.85

4.8
29,363 .25
5,902 .80
276,63
12,933%.80
16,504 .50
19,675.35
1,592.00
0,455.53
3,375.95
761 .0%
6,142.30
14,132,350
11,460.55
pS)s
1,797 .75
3345
458,40
354,50
100,87




o, Ty Paris Docuient 923.

II., THE INDEX NUMBERS OF THE BERLIN EXCHANGE ON AUGUST 3, 1922,

1921 1922
Jan, © Jan., <27 July & August

S e - . - g -

- ——_— - — " - "5

1, Cos) shere8..viscessessssanpues. 100 28l .3 3382 366 .5 33L.1
2. fhares in ironworks &

foundrles.ciscoesvaccsocesssoses 100 229.8 324.5 354 .2 301.5
3. Metallurgic ‘shares..scessseesee 1CO 292 ,2 3C8 .8 525 .5 218 ,9
4, 'Shares in mechanical construc-

tion WOrkshopS.ceveoeasvuvessse 100 291,83 307.6 33l.2 275.5
5, Shares in railweys & tramways.. 10O 288.9 235,.5 342 .3 309.9
6. Shares 1ln shipping Companies

and naval dockyards.,cevseeeesss 100 266 .9 250.5 268 .1 236 ,6
7. Shares in electrical concerns,., 100 261,1 241,S 265.1 224 .1
8. Shares in factories manufactur-

ing chemicelB8,covesancces-ssese 100 263,9 269,5 288.6 206,7
9, Textile shares.....oe.eeeeene.s 100  347.6 O75.9 384.7 240.6
10.Brewery ShereS.sccceseesssnscese 100 324 .3 2C6,.6 299.4 160,86
11 .Banking sharesS.cssecceececssase 100 167 .6 194 .7 el Sy £08.9

e e S - 3 o

Totaloo-oooucoo 100 27407 50132 52295 251c6

(1) The figures given in colurn a) include all rights which expired
gince January 1, 1921,

(2) The figures in column b) are estimated without these rights,

The "Berliqer Tageblatt" (No 347 of 6.8,22) remarks that the
security rates, following the movement in currencies, rose during the
past week, The total index number increased by 21,3 points, namely 7%.
the dollar rose by 59.4% during the same period.

The following changes ogcurred in the special classes of shares:

7o
15.7
10.3

BankS».oooo.oo
Coal.aﬁotao-ov
Electricitysco
Iron.........- I~
letallurgy,... i
Machineryeecos =
Railways;ooo}o é
Shipping.csseas =
ChemicalSeceoco =
TextlleSeesoeo #
Breweries..so.s %

e G e
G

c o -
O 30

L)

HNYVIJW~T01O O
©

In all, 135 classes of sthares rose, 21 fell and 7 remained

stationary.
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I1I, THE INDEX NUL3ERS OF GERMAN STOCK.

1921, i ¥ g &

1.2 . Bite 8%, 3.8,

l. CommonvTealth & Federal State

10ans....'oD‘Ol'.c.‘t.o.loo. 100 110-83 132.01 '155.18
2s o Manlcipat Loons . Jalvudes sises s 100 90,70 99 .20 98,92
5. PfOVinCial 1oans-.........-. 100 100.72 i 93.51 92.—
4, MNMortgage cedules of German :

mortgage bankS.ccesssescccoe 100 103,95 99.59 99.24
5 Frussian mortgage cedules,.. 100 100.88 94 .59 91,70
0. IntstrIEl DOVIOE 000 v v 5 avps 100 107510 99.46 - 101,76

Total,, 100 104.21 103,94 104,12
The index-number of stock changed very little by reason of the
general reserve shown on the Exchange. The total index number rose
by 0.18 noints, namely 0.17%; as compared with the previous week, the
following changes occurred in the various categories:
Industrial DONAS s..eecseesesve: & 520
Commonwealth & Federated State

loans:..lioonotnoﬂt.voc-.Q..COI ‘ob 009
Mortgage cedules of German

mortgage DaNKB . s coosenoveveroven - 0,4
PrOVincial loan3¢000ct-'-on}lco - 1}5 -
Municlpal loans.ecsevessscsanee = 047
Prussian mortgage cedulcCS.eseees = 3.1

In all, 14 securities rose, 45 fell and 7 remained stationary,

- -

IV, THE INDIX NUMBERS OF THE FRAMEFURT E <CHANGL ON AUGUET 4 1922,

1920 1921 1 9 2 2
Beginning Beginning 10 Nov, 3 Jan,. 28 4
of Jen, of Jan, July Aug.
Shares (l)eeeesaess 7,919 14,939 40,250 35,442 40,586 44,792
Home 1oanS.sveesoss 839 849 976 902 1,017 1,046
Forelgn 108NSeeeess 632- ‘934 2,243 1,816 7,875 10 765
Total., 9.390 16,772 43,469 36.160 49,478 56,603

1) including the expired coupons.
If 100 be taken as a basis on January 1 1921, the following figures

are obtained:

Shares8seessscssonne 52 100 268 . 223 271 299
Home lo8NnS.seesenes 99 100 115 106 120 123
Forelgn loanS.ecesse 99 100 240 214 843 1,152

Total

Reserve Bank of St. Louis
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The Franlurt Exdhangc continued to hardcen during the past
week; the "Frankfurter Zeitung" (do 578 of 7.8:22) notes hovever
that the upward movement of shares 7as sloyer than that of currencies
in consequence of the shortage of money and credit., Only forcign
loans were directly influenced by the movement of eurrencies, The
5 standard foreign loans galned 2,890 points in &all, Home loans
gained 29 points; the Commonwealth 3% Loan in particular improved
by 35 woints, The 25 standard classcs of shares showed a surplus
of 4,305 points; the "Harpener" gained 34C points, the Deutsche=-
Ubersee 76O,Ithe Ver, Glanzstoff 425 and the Baltimore Chic, an
exchenge value, 980 points,

(See Paris Document 902),.
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During the early part of the Commission's recent visit to Berlin
man Government stated its Intention to present to the Commissiom a comer:
precise project for the stabilization of the mark, This intention was no
ried out, and the Commission might, under ordinary circumstances, be justi.
ingisting that the initiative belonged to the German Governmeant, and that y.
Goverament should carry out its expressed intentiom. But the gravity of the
ent crisis, and the need for prompt action, have led the Commission to comsidc
immediately the remarks of the German Govermment itself, and also the suggestic
contained in the majority and mimority reports of the ecomomic and financial ex-
perts whom the German Governmment summoned from several differeat countries to
advise it regarding the situation.

There is no need for argument as to the necessity of stabilizing the mark,
The German Govermument, its Experts, and the Commissiom are in agreement on this
point. A1l parties also agree that the mark can be stabilized.

Furthern the Commission agrees with the Cerman Government and ite Experts
that the primary essential for stabilization of the mark is confidence -- sonfi-
dence within Germany, confidence outside Germany. If this confidence be once
established, comparatively little money will be meeded to stabilize the mark,

If this confidence be mot established, then stabilization camnot be effected.

The Reparation Commission is prepared to do ite full share towards estab-
lishing confidence. Omly by so doing oam it properly fulfill ite obligation as
trustee for those countries interested im reparations, but it is glad to feel
that this poliey will comntribute towards ends even more important than reparations.

This declaration means that the Reparatiom Commission, within the limits
of ite powers, is prepared to take whatever decisions may, im its judgment, be
necessary to restore confidence, and is also prepared, within the limits of pro-
priety, to advise further action by the appropriate Govermmonts, if such action
seems to it mecessary for the purpose in view. To make its thought still more
clear, the Commission states flatly its recognition of the fact that demands,
which are not properly adjusted to the capacity of a debtor, defeat their purpose
by destroying credit amnd hope. Proper adjustment of demands upon a debtor in-
volves the preservation of that debtor's incentive - self-interest - without
which human effort, particularly the united effort of a nation, is impossible.

In forming its judgment as to what is necessary, the Commission will at
all times be ready to consider the views of the German Govermment, or of inde-
pendent experts selected by the German Govmt.

“

The foregoing declaration is subject to one comdition, viz: that the Ger-
man nation pledges itself to do its part towards restoration of confidence.
For the Commission is firmly of the opinion that the most that the Allies can do
i t0 remove obstructions. OCermany's redemption will them depend om Germany
herself. Unless her national will ie manifest in such a crisis as the present,
the difficulties in the way of her redemption are insuperable.

This pleige should take the form of some comvincing expression of Ger-
many's natiomal will. While it goes without saying that actual performance will
prove the most comvincing expression of such a matiomal will, the Commission be-
lieves that such an expressiom will go far om the one hand to create gonfil ence
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in the future performance and, on the other hand, to make possible such perfc
ance by future German administrations.

In saying this the Commission does not igmore the fact that the present
German Government has already expressed its willingness to fulfill certain of &k
conditions necessary to the restoration of confidence, viz: to complete tha finax
clal reforms incidental to the stabilization of the mark by emforcing all possible
adminictrative economy, by imposing necessary taxation; and to pay reparations
within the limits of its capacity. But without doubting the intention of the
present German Government, the Commlssion must be pardoned for emphasizing the
importance of a more definite expression of the German natiomal will, not only upon
these points, but upon the question of Germany's national will for peace.

The Commission emphasizes the mecessity of am expression of the national
will because governments come and go. It wants to kmow that bshind every German
government which may come there will be this natiomal pledge. It would evem ex—
press the hope that Germany may be able, now or later, to devise some special
constitutional machinery for exscuting ite reparation obligations, which would
give final and comclusive assurance that the minor decisions and the necessary ad-
ministrative details will be as prompt and as nearly automatic as is humanly pos~
sible. The control of German finances by an outside body is naturally repugnant
to Germany. It is mot a task vwhigh any outsider covets. Any machinery which
would place control of German actiom affecting reparations in the hands of a body,
which would be practieally permanent and which could act gulekly and with the nec-
essary authority, would, if backed by the mational will, obviate any necescity
for outside finaneial control.

At first the suggeetion of an expression of Gormany's mational will for
peace may seem both aliem to the fimancial problem before us, and humiliating to
Germany herself. But the Commission presents this suggestion solely from the
gordid practical point of view. . It has no intention of raising the question
whether Germany was responsibld” for the war, or of demanding any admission of such
respongibility by Cermany. It recognizes the psychological fact that every na~-
ticn feels as a whole that it, at least, is a peaceful nation which cammot be
forced into war except in defence of the right.

But in analyzing the factors which affect the present situatiom of Germany,
and particularly the factors which affect financial confidence both withiz and
outside of Germany, we are confronted by the undoubted fact that the Allied and
Associated Nations are profoundly distrustful of Germany's will for peace. The
question of the past has no bearing on this undoubted fact except to furnish its

explanation.

This distrust weakens the whole financial structure of Europe. It affects
profoundly the credit, not only of Germany, but of every state in Eurcpe. It is
responsible for expenditures which States would otherwise gladly eliminate from
overburdened budgets. It affects the economic relations of Huropean States with
Germany and with each other. It prevents conceseions to Germany whiob might
otherwise be gemerously accorded, perhaps with ultimate advantage to the according

States. '

It is not the view of the Commission that an expression of Germany's will
to peace will reverse wholly & deep-seated psychological impression, but nothing
else except time and experience can go further in the desired direction. Laying
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foundation for the imternational cooperation which is the mecessary comdition
precedent for the stabilizationof the mark,

By the will for peace we mean realfacceptance of the Treaty of Peace,
subject only te such changes as may be bdrought about by peaceful means, i.e. by
the persuasive results of argunent and experience. This, of course, means that
Germany is to acecept the judgment of the Allies, who may, im any given case, be
interested parties. But this is merely the inevitable result of the arbitrage

of war,

The Commission recognizes that this will for peace means real renunciation
by Germany., In order that no possible doubt of our meaning may remain, we men—
tion as ome illustration the partitiom of Upper Silesia. It seems to be true
that nothing in the Peace Treaty seems to the German Nation more arbitrary and
unjust than this partition. It is for the Germam Nation to choose whether it
will remaunce definitively and finally the possibility of obtaining the returm of
Upper Silesia by force, or whether it will nurse the hope that some twrn of far-
tune may put Germanmy in position to compel its return. In other words, is this
latest arbitrage of var fimal, or is the world to be kept permanently in unstable
equilibrium by Germany's hope that it may some time im the future submit the is-
sue again to the test of war? If Germany, four years after the war, is wmable
to make thie remunciation, it is incomceivable that the Allies can contridute
the renunciatioms necessary on their part to rehabilitate Germany's financial
and economic position. If Germany is wmable to make this remunciation, the exist~
ing distrust of Germany's will for peace is amply justified,

(Any such letter as the above should be followed by a provisional
decision of the Commission - aimed at proteeting the sitaation
until the Brussels Comference and until Cermany has in some form
expressed its natiomal will. During these interim periods dis~
cussions shoild continue for the purpose of preparing the real
plan for the stabilization of the mark, and for the fimal deci-~
sion of the Coomisesion.)

WB
11/15/22
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The Vissering=Dubols plan for the stabiligation of the * ff:f
rolohsuark may be oriticised from the fallowing points of view: j
1. e

If the gmadlcate formed by foreign bamkers with the
Holohsbark should try to ﬂ. the RNelchamsrk consldernbly
above its pr«nt level and pessibly sbove its present intermd
purchasing powsry them it might hoppen that the resd t of the
transactions of the syndieate woul d be enly transitory, ile,
after a short rt-_m_m-m fall baok again amd the
noney spent by the foreion syndiste together with the amownt
of pold staked by the Reichsbank would bde lost in the transe-
asctione To provide a.lnc such possibilities the gymdicate
on the other hand might esk for such sourities to be given
by the German Govermment that all lmportant assets of the
Gernan Govermment would Do pledged in favor of the syndiente
and practicslly nothing woald be left for the Reparat fons
The answer to mich eriticlsm 1s the following:

e forelzn syndloate furnishes 500 million goldmarics, the
Redchsbank furnishes the same amownt go that the sggregmte
amount at the dispossl of the stabilisation syndicate should
be ome milliord goldmarks. At t}e present ratie of 1500 to
2000 papermark to one poldmark, one milliard goldmarks in
mmmthwuwmudﬂm-mn
pepormarks, & sum which by fur swpasses any existing amount
of pspermarks. It s mot proposed that the syndicats should
bogin its oporations by selling foreign exchange on the Cerman
markets, Om the comtrary the efforts of te synileate wold
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be concentrated on forelign markets as New York, London, Am-

sterdam, Zwrich where the syndicate should proceed to buy wp

slmiltaneously all the flomting material of papermarks. It i3
hardly




., v
-3 o~
- J - .
- o~
- ol
\ P ]
S rd
5 =5 ”
. )
ot e
¢ — +3
- - >
-
)
o !
— oot
ot y
:
Rl
3 N
oo P
’ :

~4

’

3

g

)

) o ]
- r
&2
)
i
. K
-
4
.
)

4 =S
4 - -
g
.
- . —~
#
& .
dl ’
- t >
- 5
- s ol
’
el o
.
’
o
-

o

ank of St. Loui




for FRASER
louisfed.org/

ank of St. Lo!

-8 -

7he above result, of COUrse, 18 conditioned by the grant of
.mmtm-nmmmtnhutunmm
payments in oash for s mumber Of joars. put in thst even the psycho-
logieal effect of the moratoriws combined with the formation of tie
.,.n..unnunmatuumabmnnuu-tmum-
gentiment and in the gpeculation of Germsn nolders of foreign exchange
It osn safey be assumed that st the snnouncemant of the formation of
the stebilisstion syndicate the grice of the mark will improve con-
siderably even without any transsotions of the syndicate.

It camot be the intention of tie syndicate to force wp the
price of the mark sbove its internsl purchasing powelr. The mark should
go up easily, the syndieste only to provent undue fluctuations, “hen-
over the mark becomes heavy, the symdicute ghould try to hold it wiere
it has the tendency to rest.

vhe best secuwrity which the stabilis.tion syndicste should ik
toruuuzmumuﬁmammmamtrdmu
foreign exchage from the Germsn exports. In rugmlar times iLhe 2%
represent about 80 mil lon gold mariks per month, f.0,9 One billlon
gold marks s yeslrs um-mumtormrdwnm
current cssh payments, the Aeparation Commigsion might wiliingly eon~
sont t0 set aside a part of the 2657 lovy om exports as anple security
for the syndicate, 1f out of abundant emation the syndicste wouwld
claim priority for its advinces %o the Geman soveymment over sll
roparation eash payments, such olaim therefore would have no praotical
importsncee

il.

If the stabilisstion of the mark be as easy & problem as
explained above, why should not ti Reichsbauk alone wdertdke it
without the assist moe of = foreign syndicate?

The answer is this. The Reichsbank does not commnd in
mmwtuumnmmcuummm gsucgess of the oporao-

tion. Verious endeavors made so far by the Reichsbank have failed,

o Sl N
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i1t would be risky to estrust the wlchsbank alone with the new effort
t0 be made even conditioned 0y & moratorium, BSesides the tr.nsactions
of the Reichsbmk itself would h Ve their natwral gextre in (Gurman
markots .04y they would urincio lly consist in sellin foreign ox-
Ghunge which would be the wrong i 3y for the opsration. The Re Lehs bank
neece the co-operation of foreign capitd in two » Spects:
al for a better h ndling of the trunssctions in the
foreign markets,
£l
b) in owler to convinee the “rman pablic that the
stabilisation is sure of auecess and that opposition
is useless,
Besides the Reichsbank alone could not furnish the total of one mil fard

of gold marks which is roposed in order to ¢liminate any risk that

might otherwise b involved,

November 17th, 1922,




(1)

(2)
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GERMANY is in her present untenabie position for chiefly two reasons:

She does not produce enough, partly becanse the amount of work per-
formed in goeneral 1s insufficient, partly beocanse all the means of
national production are not fully utilized, owing to governmental con-
trol of production and distribution and also to foolish tax legislationm.

The Versailles Treaty, through its economically unfulfillable terms

and through its grave psychological blunders, has ruined Germany finan-
clally and morslly, and mekes it imbpossible, moreover, to do away with the
reasons mentioned under (1)

How can Germany and, with her, Europe and the world get back to healthy
conditions?

The presupposition for the removal of the causes named in (1) is the
assurance that Germany will become a free country once moree (4 removal
of the causes mamed in (1) 1s possible only if there is the assurance
that Germany will become a free country once more. )

Therefore the followlng question will have to be laid before the German
people:

Provided the Entente pledges itself to evacuate Germuny. (including the
Saar District) completely, say by the first of April, 1923, to abandon
any kind of ganetions, retorsions, liguidations, commissfons znd compul=-
sory deliveries, and not to interfere henceforth in any way with the in=-
ternal administration of Germany - will Germany declare its willingness,
possibly by means of a pbebiscite, to talce upon itself the following ob=-
ligations, without the fulfillment of which a return to healthy conditions
is inpossible:
{1) They will work overtime without increased pay rate for
overtime work, i.e. merely as an addition tc the 8 hour
day, and will do so long enough and to such an extent as to

(a) meke the Germesn balance of trade active again and mep
it =0,

(b) inswre the payment of interest on amd the amortization
ofa gold loan with which to effect the reconstruction
of frange and Belgium and to undertake the stabllizing
of Germany curren y. (Details are to be woriked out by
expertse It is assumed here that at least 2 hours of
overtime work for a period of fram 10 to 15 years will
be remired.)

(2) Govermmnt control in all branches of domestic anmd foreiem bus-
iness intercourse will be abolished, especially the demobiliza-
tion regulations and all subsidies, in whatever form they may
appear, such as regulation of rents, compulsory tenancy ({Zwangs
miete), assessed grain deliveries, fixing of price limits, pro-
hibition or restriction of imports and exports, redustion of
railrcad rates below the cost price, particularly in the passen—
ger service, compulsory assessments, compulsory syndicates, taxes
on forelgners and on the letting of temporary lodgings.

On the other hand, Germany, working once more with normal wages
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4o Thoge ‘persons of the middle classes and tho
the inflation,
for by
that
became

a

cad -
the state

under tions, will"e¥rywhere in the world be

grantedfhe most favored nation clause and will have access t0

the raw materizls and colonizl territories without regard

o resv €1

vorlde
(Details to be formmlated by experts)

per 1, b) has been ins
cre=
f at least five years, any strike in any in-
*taking that is of vital impertsnce to nationeal
be forbidden and considered a punishable of-
(Experts will determine what industr
come under this provision and whst
shall be.)
the administrations of public (‘5;\-'-./’:‘;,'21!'.1“11!,} en terprises must
at once be reorgs and put on an economically sound ba-
gis (if necessaxy by combination with similar enterprises

in other countries, but with proper measures to maintain the

national character), so that they may yield profit to Ger-
man notional economy instead of causing losses, and ray at
the same time become fit to serve as a foundation for the
international gold loane.
Detailed measures will be suggested by experts)

'he German tax laws must be so changed as to stimmlate the

ft (saving inclinations) of the population, promte the
ormation of capital, and restore the reppect for private

property, while crimes against property are sabjected to ex-~
tremo severe punishment.

(Detailed suggestions to be made by experts).

f all ministries and govermment departments must
0 2 minimun, and all the laws ince the

£ the war should be re—examined with a view to as~
: g whether ir effect has not been one to hinder
production in some way or other.

s 2 . S ey T 4 ‘. 4 = - o 3 1
{Detalled suggestions to be mede by experts

enacted

e pensioners wno, through
tence should be cared
pora minirm smuities, so
port themselves decently and not, in their despair,
Germany and the worlid.

(Detailed suggestions by emerts)

I I ry work has been done, Germany and France, in
on with England, Tkaly and Belgium, will have to approach the

thus make possible a final liqwidation of the consequences

of America in crder to try to arrange the indebtedness between the
ions !
the

war of 1914-18.
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TEL: CENT. 79-75

[: ris, Feb., 14, 1920,
« Benjamin Strong, (} )
Governor, Federal Reserve Bank, l3{35)7~

15 Nassau St.,, N, Y, %o

Dear Ben:- Frpwg; Ri ‘ -fvyw

At a meeting of the Reparation Commission‘wﬁiﬁhwg ate
tended this week it was finally decided to use the foreign ex- \

change rates recorded by the Federal Reserve Bank of New York as

of 12 o'clock noon each day, for the purpose of making’cdhversion
in connection with certain reparation matters., It will, therefore,
be necessary for you to add to the rates which are already being
established those of Germany ‘and such of the other Allied curren=_
cies as you are not recording at the moment,where it is possible

to obtain rates, It is my feeling that it might be of value for
you to also register the rates in Austria and the other countries
of Central Europe, as well as the neutral countries, Occasion
might arise where it would be very valuabié to have some standard
rate in connection with these countries,

In New York transactions in some of the exchanges do not
take place with sufficient regularity to enable the recording of
a daily rate, It would seem to me, therefore, that in order to
place yourself in position to make records of such rates that it
would be well for you to have the Bank of England cable you daily
the arbitrage rates which exist in London in time to reach you on
the morning of each day., With such arbitrage rates you could figure
the rates of any countries not covered through the established
Sterling rate, The rates which you should have from the Bank of
England ought to be nominal rates, that is, rates between the buy-
ing and selling rate, By arranging a code with the Bank of England
which would merely require that the rates cabled you should always
be in the same order, and should always mean the same thing, a
cablegram could be brought down to a minimum cost. You could in
this way cover practically all of the countries in Europe where
the exchange rates could possibly be of use, It would also make a
very clean record for the Federal Reserve Bank that might be ex-
tremely valuable,

\ If it should so happen 'that you would prefer to have me
\‘ write to Mr, Norman and make the arrangement with him, I shall be

i pleased to do so, It is just possible that he might not know exact
l ly where to go to get the rates, although I should not think that

| | this would be the case,

)

If there is anything further that you wish me to do in
the matter, just let me know, and I will look after 1it,

igitized for FRASER
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- It will be necessary for the Federal Reserve Bank to
arrange a code with the Reparation Commission, and at the same
time make special arrangements with the Cable Company under which
the cables will be given right away over everything else. Again,
the code will only need to contain figures covering the rates,
as their order can be understood, This is a most satisfactory way
to handle matters of this kind, and I have carried it on for many
years,

, The rates should be cabled 5 or 10 minutes after 12 every
day, that is, the first possible moment when they can be set up
in code., Mail confirmations should also come forward to the
Reparation Commission, MNMr. Rathbone will advise you direct as
to whom to address the cable, and I am suggesting to him that the
Reparation Commission register a cable address for the purpose,

It is my firm conviction that the whole matter handled
in this manner will work out extremely well for all concerned, and
save an endless amount of friction that would otherwise be certain
to ocecur,

We are now figuring on the question of how bills shall
be turned in by the various countries on May 1, 1921, as no one
believes that it is going to be possible to turn them in before,
When this matter is settled, I will let you know what is done.

Sincerely,

FIK/MKS
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TEL: CENT. 79-75

Paris, January 7, 1920,

Mr. Benjamin Strong,
Governor, Federal Reserve Bank,
15 Nassau Street,
New York City.

Dear Ben:-

Referring to your letter of December 1lst from which I
quote to bring the matter to your mind as follows:-

"Let me illustrate by such a case as this: Suppose marks
are guoted in New York at two cents, or, roughly, one-twelfth
of gold par and Francs are quoted at ten cents, or, roughly,
one-half of gold par. In order to credit Germany against the
delivery of some specific article, one would assume that the
cost of that article in Germany would be, roughly, six times &
what it would be in France -- and I do not believe that that
is the case or can be regarded as a fair measure] "

In the case referred to by you it is going to be necessary for the
Reparation Commission to establicsh a price. In order to do so, it
is often going to be a more or less complicated operation, but if
they know positively that after a price is established that its
conversion will be automatically based on certain known conditions,
they can ascertain such price with much greater certainty and faire
ness to all concerned. The formula suggested in other words is
not aimed to fix & method for the establishing of prices, but to
fix & method for the conversion of currencies. It must be borne
in mind that the fixing of prices by the Reparation Commission will
probably not work out as a continuous performence so to speak, and
after May 1, 1921 nothing of the sort will have to be done whereas
the conversion of the exchanges Will have to be continued for many

years.

Of course after May 1, 1921 if Germany desires to deliver
goods in part payment of indemnities it could do so provided Germeny
and the Reparation Commission agree as to the price but there would
seem very little possibility of the matter developing in this manner
aw the Germans will undoubtedly prefer to sell their goods and make
payment by the exchange received therefrom. By doing so it will
help build up their foreign trade and establish good will, whereas
deliveries to the Reparation Commission would carry no advantages
whatever of this character. If therefore some fixed and positive

Digitized for FRASER
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method of converting the exchanges is adopted, no friction need
ever develop.

It should also be borne in mind that the paper mark
after May 1, 1921 will probably not be brought into the calcula-
tions at all except possibly in connection with coal deliveries,
This being true, the price of coal, if it continues to prove necese
sary to fix it in paper marks, can be so based as to make the
conversion on the system adopted of the paper marks into gold
marks one that will bring a proper result.

The more I see of the developing situation here, the
more firmly am I convinced that the system suggested is the only
one that will work without friction as when once adopted it will be
automatic in ninety nine transactions out of & hundred which will
prevent the necessity of wrangling between representatives of
Nations which it is to be regretted is a popular sport at the moment
in this part of the world and will continue to be as long as there
is elasticity to Reparation ad justments.

Will not bother you more at the moment with this matter
as I know you are busy, but felt it advisable to give you this
further point. You of course can rcalize how I have certain advan-
tages as to the obtaining of information which Gevernment Officials
do not, in that Bankers and industrial men talk freely with me
whereas they do not always do so with Government representatives,
and I also hear the Government side.

Sincerely yours,

FIK/MC, d‘“ﬁ

.org/
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December 1, 1919.

Dear Fred: _ ¢

I have your various letters dated Jctober 22, November 7 and

¥

10, all of which I have read with great care and interest. I am greatly
pressed for time just now and will defer writing you fully in the

proposed system of accounting in the meparation organization. The Enbassy

In regard to the meeting gt Amsterdam, how-

will be promptly pai

ever, 1 feel some real concern lest we be developing a situation already

difficult, either for yourself person:lly or for the Government. It would

if you or any American signed the report that certain of our citizens

o

were endeavoring to influence or bring pressure upon the Government throug
the instrumentality of the organization of the League of Nations. Representa-
tions of that character should first be presented to our own Government by
private citizens. Furthermore, the report contains some references to the
nethod of treatment of foreign debtors which are wholly out of line with

what we know to be the present officizl attitude of our Government and some

sort of embarrassment is certain to result from anyone occupyving so near an

But, what impressed ae

as unfortunate and I think I should write you this fra: o Was your letter
of November 10 to Dr. Vissering, the effect of which has put everybody on

notice, that you are proposing to put the matter up to the Government for a

-

decision, It might be that our Government might not like to be asked to

nake such & decision at the time, In fact, I think it would have been wisger
to ask for an opinion from the Government privately before indicating to

others that we were asking for such an opinion. I zm writing this very




2=

frankly because 1 know that you want my opinion and that you are accustomed
to getting it frankly when you want it, :

In one of your letters you said that you understood that I was in
synpathy with the idea of a bankers conference. The only conference which 1
discussed was a2 proposal that the Governors of the central banks should meet
at some time to discuss matters of mutual interest. Such a meeting was urged
upon me by idr..Gunther, Charge de Affairds, at the Hague, who it seems sent
& dispatch to Vashington recommending that such & conference be arranged.
Confidentially, his dispatch was referred to me by the Mission in Paris and
I urged there as I had already with Dr. Vissering, that na such conference
was desirable under present conditions because it would be interpreted as an
effort on the part of the central banks to deal with the foreign exchange
problem which is too vast a problem even for the central banks to undertake
to solve and it night in fact give rise to distrust and aneaéiness. Such a
conference would be of great benefit to the whole world just as soon as
governments are spending no more than their income. Until that time arrives
continued expansion of credit and inflation of currency is likely to occur
and under such conditions I do not want to see the Federal Reserve banks in-
volved in & discussion, the only result of which can be to place burdens upon
them which they should not now &assume.

Sincerely yours,

Fred I. Kent, ksq.,

¢/o Bankers Trust Company,
5 Rue Scribe,

Paris, France.

BS:icC

'gized for FRASER
stlouisfed.org/




PRIVATE AND CONFIDENTIAL: Decenber 1, 18iS.

Dear Fred: V/

—

%
am sending you two letters today, neither of which, I fear,

I am exceedingly anxious thst you do not pueh ahead too fast
connection with Dr. Vissering's plans, or those other bankere!', I
ve gre-t respeet for Dr., Visssring &nd for his intentiong znd purposes,
pt, personally, I regard al. of these plens for cresting something out
Of nothing as fundumentally uneound in many particulars and aighly danger-
gus from an inflationary standpoint. I'he report wlich you senl mé con-
&ins come sdmirable rucitals, butl, when it comes doen to the proposed
¥reatment of the - itustion, it i: exceedingly indefinite dimicertain ime
jortant particulars and rather takes for granted 'a willingnese tc organ-
B ze the financial forces of the world to look after Germany's situation
Rt the moment, without regard to the interects of the nations with which

iere associated in the war.

Kothing that hae developed since my return changes my own
that the inctrument to Le employsd in this country for furnishing
credits i: the Grain Corporstion, znd the one for furnishing raw
gatorial credits is the War Finance Corporation. I would like to ses a
Pilan worked out by which the interested neutral notions would cooperate
e large way, and even that should'mnot be difficult with a little in-
penuity. I hope you keep in close touch with Rathbone on all of these
'h]attar;, as he, of course, will be fully informed of evirything that is

: Oil'.;d on hers,

ith many thanks for your very interesting letiere, I am,

Sincerely yours,

3

=d 4, Kent, Lsg.,
'Hue CScribe,

l(v, rrf:nCL;.

Louis
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{ TEL: CENT. 79-75
ore 1 0\Pr1s, Nov. 12, 1910.
X

Mr. Benjamin Strong, t\Ebk‘f\‘E DAR
Governor, Federal Regivb%“ﬁank,
15 Nassau St,, N, Y.

Dear Ben:-
v

Your letter of Oct. 15 just received to-day, Nov., 12.
Am very glad indeed to know your opinion of the strike situation
in America, although I had felt that thére was every reason to
believe that governmment might be able Yo control the situation,
The principal difficulty is that they have allowed the poison
to go too far to make possible control without considerable fric-
tion, However, it is a world disaster, and unfortunately governe
ment is permeated with it, as well as labor,

One phase of the situation here which is giving me a
good deal of concern at the moment 1s the lack of coal., It is so
Jbad that many industrial concerns have been obliged to shut down,
and as many of those which have already closed manufacture for
export, it 1s having bad results, which are already showing in the
exchange., Some coal has just come over from Germany, which 1is
going to help a little, but the German miners have knocked off
work to such an extent that the German production is not suffi-
clent to meet the situation., Germany itself is apparently very
short of coal, but this, I believe, is due more largely to lack of
transportation facilities than lack of the actual article, If
the Westphalian mines were worked to their pre-war capacity, the
whole situation would rapidly improve., Passenger traffic in
Germany and Austria has been suspended for a fortnight in order to
facilitate the movement of freight, It is felt that this will re-
sult in a much better distribution of goods, and save some percentage
of the suffering that is inevitable this winter in view of the un-
willingness of labor to work properly.

Presume you have talked with Mr, Warburg about the situa-
tion in Germany. Have been able to confirm a great deal of what
he said, but there are also conditions there which were not appar=-
ent to him, By this I mean that there is still so much double
dealing on the part of the Germens that it 1s impossible to trust
them in a way that is necessary in order to enable a pulling to=-
gether toward better conditions. This is undoubtedly not due to
the acts of any of those with whom Mr, Warburg was associated in
Germany during his stay, as they were the higher type and had a
different point of view, The unfortunate fact remains, however,
that there is sufficient German intrigue going on all the time to
prevent any satisfactory progress, While the other nations, of
course, have many representatives who are also engaged in intrigue,
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and which as well acts to hold back improvement, yet the carrying
on of some of the Germans is such that it makes it impossible to
place confidence in those who wish to a¢t in good faith,

Regarding General Harbord, would say that immediately
upon his return to Paris, I wrote him that certain facts and figures
which were being obtained for me in Constamntinople had not yet
come forward, but were expected any day, and asked him in view of
the fact that he had, according to the newspapers, turned in his
report, whether he still wished me to furnish him with the state-
ment that I was working upon. He has not replied to my letter, so
I take it that he does not care for the report, and as I am more
than overwhelmed, I shall not prepare it unless he asks for 1it,
because it would be foolish to do so unless it were goling to be of
some service,

Will look forward with pleasure to your further letter
on conditions in America, which you promise when you have a favore
able opportunity.

With sincere regards, I am,

Cordially,

Fof

FIK/MKS
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TEL: CENT. 79-75

Paris, Nov, 10, 1919,

Mr, Benjamin Strong,
Governor, Federal Reserve Bank,
15 Nassau St,, N, Y,

Dear Ben:-

My former letter to you was sent immedliately upon my ree
turn to Paris, and before I had gone over the matter with Rathbone,
as we had arranged before I went to Amsterdam, Rathbone is
absolutely opposed to putting in any matter about reducing loans,
whiech I fully anticipated., It was because of such anticipation
that I arranged in Amsterdam before I left to have everything held
in abeyance until I telegraphed Dr, Vissering that the matter could
be released, The position of our Treasury Department in connection
with the whole matter is such that 1 felt it advisable to proceed
in such manner that it would not be embarrassing in any particular,

Will write you and Mr, Warburg fully as soon as Mr,
Rathbone has determined what position he may wish me to take, At
the moment he is considering it, and when he does give an answer,
it will of course be unofficial and absolutely confidential, The
calling of a meeting of financial representatives is in line with
your own opinions as I recall them,

#ill not stop to write more now, as I wish to send this
by Mr, Jay, who is sailing Wednesday.

With sincere regards, I am,
Cordially,

FIK/MKS

P. S« Enclose herewith copy of letter which I have just mailed
Dr, Vissering. Telephoned the contents to Mr, Rathbone, who is
in entire accord with it.

2R
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5, RUE ScRrIBE

TEL: CENT. 79-75

Paris, Nov. 7, 1918.
Mr, Benjamin Strong,
Governor, Federal Reserve Bank,
15 Nassau St,, N, Y,

Dear Ben:-

Enclose herewith copy of matter which was prepared at
the meeting called by Dr, Vissering in Amsterdam, Doubt whether
it will entirely please you, as I am not satisfied with it myself,
However, it seemed to be the best thing that could be obtalned
in view of all the circumstances, and the importance of getting
the neutral nations of Europe linked up to the situation seemed
great enough to make it worth while to let it pass as it 1is,

Germany owes the neutral nations of Europe some 4,000,000,000
Marks, of which originally 3,000,000,000 Kronen were owed to
Sweden, A part of the Swedish debt has been repaid, but just how
much I do not know, The neutral nations are, therefore, extremely
interested in having Germany able to work out from under her pres-
ent situation, They also recognize fully what it may mean to
them if Bolshevism should develop in Germany or central Europe, and
they are ready to put their shoulders to the wheel to try to help
prevent such an outcome,

The meetings, which lasted throughout Sunday and Monday,
Nov, 2 and 3, were attended by Dr, Vissering and Mr, ter Meulen, of
Amsterdam, together with one or two others from the Nederlandsche
Bank, and representatives from Norway, Sweden, Denmark and
Switzerland, in addition to "Yours truly"., Mr, Levy, Vice-President
of the Credit Mobilier, who represented France at the first meet-
ing, was unable to come on account of the illness of his wife,
I expect to go over the matter with him, and if he approves the
paper, it will then carry a representative of France, as well as
of the other countries,

Mr, Keynes stated that in Great Britain they were extreme-
ly anxious to have the matter submitted to the League of Nations,
and he took such positive ground for this method of procedure, which
seemed to meet with general approval, that it was allowed to develop
in this manner, Of course if signatures are obtained to the memo=-
randum by representative people in all of the countries concerned,
and presentation is made to the League of Nations, which may be calle
ed together inside of the next four weeks, it will either recelve
notice, in which case a note may be presented to the governments
concerned, or it mey be ignored. In the latter event 1t will leave
the Committee called by Dr, Vissering high and dry with no plan,

As you know, I have of course been working more toward




getting banking groups interested, even though I realize that it
would be valuable to have governments co-operate if they could do
80 in the right way, I have always been in considerable doubt,
however, as to whether governments could be induced to work to-
gether as quickly as the situation demands, if the best results
are to be obtained, As all of the other members of the Committee,
however, had their minds fixed upon making application to govern-
ments first, and as I felt that it might be the best way to ascere
tain whether they could be brought together, it seemed advisable
to let the matter proceed, On the other hand, it seemed a pity

to have an organization of individuals from so many countries dis-
band without accomplishing anything, provided the League of Nations
ignores the memorandum, and on that account it was left that Dr,
Vissering should be the center to which we should all present any
plans for combined action that might come to our notice or be de=-
veloped by us, with the understanding that they would be copiled
and circulated to each member of the Committee, It was then are
ranged that in case anything developed which seemed to have mutual
support that a meeting be called in Paris for the purpose of
bringing it into life, There are some glaring inconsistencies in
the paper as finally accepted, but as after I called attention to
them they all felt it better to let the document stand as written,
and in view of the difficulty of satisfying so many men with im-
perfect understanding of English, but who all had their own opine
ions, I felt it better to drop the criticism, In any event, the
paper will serve to bring before the League of Nations positively a
first and important proposition, that is certainly worthy of

their consideration, if anything is going to be,

As I wrote you, Mr, Warburg attended the first meeting.
Have written him of the result of the second meeting, and wish
you two could talk the matter over, as he could tell you a good
deal more about the first meeting than I can well write,

Hoping that in general this matter may meet with your ap-
proval, but asking that you write me fully all of your views in
connection with the proposition, in order that I may have the ben-
efit of your point of view at the meeting in Paris, if it is held,
and with sincere regards, I am,

Cordially yours,

FIK/MKS
Ence.
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There can be no sncial er econowic future for any country , which
‘adépﬂs a peraanent policy ~f meeting its current expendiiturs by a contin-
uous intlation of its circulation and by increasing its interest-besaring
debts without a corresponiing increass of its tangible asi3sts « In practiae
every country will have tn be treated ufter careful study and with Aue
regard to its individual conditions and requirements . No country ,

however , is deserving of credit , nor can it ve comnsidered a solvent

4

debtor , whose oblizations we may treat as items ~f actual value in form—
ulating our plans for the future  that will not »r canunct bring its
current expendiiture within the compass of its receipts from taxatisn

and other regular i.come « This principle amst be clearly breught home
to the peoples of all countries § for it will be impos:ible ntherwese

"

LIe

to arouse them frém a Aream Af false hopes and illusions to
recognition of hard facts . :

It is evident that Germany vi1ll have to bear & heavier losd than
her conquerors , and that , in conformity with the Treaty of Peace ,
she must bzar the largest possible burd:san she may safcly assume « But
cars will have to be taken that this, burdcn “0.8 not excoced thoe mzasure
of the highcst practicable taxatieén oxn® that it +does not “cstroy the
power 6f prmsuction , which Tferms th - very source of cIffoctive taxation .

ale

(@8

o1 ths world , whoso

43}

Fotr thw geko of her cer.-itors and for the g
future social an? cconomic Azvelopneat is iuvelved , Girmany must aot
bo ronder:d pankrupt o If , ror iustance , upon close éexamination ,

S - v - g il s . - £ "
the Comzission 708 Reparations finds that , c¢ven vwith the most drastice

plan of taxation oI property , iucome , trade and consuzption , th: sums

that Germany gill be able te contribute imediat .1y towards the curr: nt
gxpenses of nor crediters will not reach th: sbligatirns now stipulated
than the Commission maight be expected to take the view that the scope
of the anaual contributicn must b:s brought within the limits within

which solvoncy can be prescrved , eveon though it might be necessary for

that purpose to extond the peried of instalmunts .
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”L i not necepcary Lo Free the world's balsncecheet from some of

1 filectitioues iteme which no inflate it a2nd lead to fear o1
legpalr on the part of come ] to recklescness on the part e
Nt} ¢ oulad 0" 9 16 lation th 7 «.vi}'" ! secheet 1 1, he
firss step towar cure 9

hen once the evpenditure of the vari>us Turopean countries

vithin their taxable capacity, ( which shruld be

the burildens of indebtedness, ag beilween

been byeught within the limites of endurance, the problem arices

tal necessary for them to purchase ihe imports recuired for re-star-

ting the circle of exchange, to rectere their preductivity, and

The gignatoriees eubmit that, +hile much can be- dAane threugh
nermal banking channels, th orking eapital neceded is ton large

in amount and is required toé rquickly for such channels tn be

161

enly to 8 s OF €Ven a ingle gro.p of ceuntries
hich were allied in ths war. The interests nf the whol of" Furope

e, b L avris & i . . g .
Luffl'ii‘,, that, 1 the League o latiens were to recvmmend

ceopcrative action, there ic ne nation amongst cither neutral o
ha 3 re iy ’ N + %3 A e ik 1wAarTA et oyrm < 4 Iz 3 1
belligerent ceumtries, vhicl uld ctand aslde from taking its preper

part. Yo act could do morc to nromote the world spirit for which

the League ctande than 2 great internatienal act of cooperative



1t is our intenticn to sugrest

not

¢n in. £k

the fol

1. The greater part of .the e
by those countries, where the trade bala

2

2.
is orly by the real econcric conditions rressins severely,
as they rust, on the irdividual that equilibriumr can bte
restored

3.-For this reason, ard also hecause of the zceat derands on
scarital for orn interral rurroses in the lending
redit suv:lied should he redueced

recessary.
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MG Green
Paris,
Dated October 28th, 1919.

Reecd. 29th, 9 a.m.

Secretary of State,

Washington, D. C.

Urgent. 4869. October 28th, 10 p.m.

R=18, to Secretary of Treaswry for Davis
from Rathbone.

First. The exchange questions affecting
accomnting are difficult of solution. It is evident
that damages for which reparation is to be claimed
must in first instance be computed in currencies of
respective countries which have suffered same.

For accounting purposes there should be one currency
used, to which all others can sooner or later be
reduced. The gold mark is obviously the proper currency
to so use, particularly as bonds provided for in Annex
Two are to be payable in gold marks. It seems quite
evident that in figuring Germany's maximum debt k

it is proper to ccnvert the items of damages expressed
in the respective currencies of the various Allied

and Associated Governments into gold marks at gold

parity, provided Germany, in making payments in gold




Paris - 2 - 4869

or itsequivalent, is given the benefit of the depreciation

in the currencies of the various governments at the time

of payment, so that Germany will be credited on acecount

of future payments with the depreciation at the time of
payments of each allied exchange upon New York exchange
market as fizxed by Federal Reserve Bank. The foregoing

is eguivalent to, but simpler in its operation than pro-
viding that Germany should be only required to pay install-
ment in gold or its equivalent up to the requisite proportion
of the respective currencies of the various Allied and Asso-
cisted Governments which such pgyment would produce, on account
of the depreciation of those respective currencies as shown
by the rates fixed by Federal Reserve Bank. You will ob-
serve that as maximum German liability is determined by
conversion of allied currencies into gold marks at gold parity
though the currency of a country may, theortically, go to &
mremium in New YorR, the maximum German obligation to pay
will not thereby be increased. In view of the fact that
conditions of trade will more nearly approach normal as

time goew on and considering also the effect of present
treasury support #British, French, and Italian exchanges

will disappear - it is believed that no fairer
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fairer plan can be devised. Should abnormal conditions,
not now foreseen, arise in future then it is to be expected
that Reparation Commission would alter its formula if neces-
sary to fairly and equitably deal with situation.

Seconds This leaves to be determined (dealt with?) the
two importan$ cases: (A) payments by Germany in materials
or services wherefnethod of payment is not fixed by treaty; and
(B) conversion of paper marks into gold marks.

Third. As to (A)paragraph second above, It scems
equitable that commission should value materials and ser-
vices furnished by Germans in part payment of reparations in currency
of country regeiving such materials and services. Do not
see how any hard and fast rule can be aiopted as to how such
valuwations shall be maie. Ordinarily an examination should
be made by commission of value of similar mataials and ser-
vices in country receiving same. If in ayy particular
instance commission did not believe this would furnish basis
for proper valuation it could have reference to world values
of similar services and commodities. As I understand it
the value of the materials and services receigved by a

country from Germany on account of reparations valued in the
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- the currency of the country receiving same wouldl
be deducted from the gross claim of that country
expressed in its own currency and the same amount
would be converted into gold marks at gold parity
and be credited to Germany as a payment on account of
obligations.

Fourth. As to (B) second above, appropriate
that at the moment conversion of marke intc other
currency measured by exchanges may not furnish fair
plan. However, u trade returns to normal and
artificial conditions brought about by blockade and
War disappear believe that price dt materials on
New York exchange market will furnish most equal
basis for conversion of paper marks into gold marks
or into currencies of various other countries. In memfilo
it might be possible to make conversion of paper marks
into gold marks on baeis of table of commodity prices
in United States and Germany as index with reference
to prewar prices of such comoditiu. See no reason
why such table should deal with prices elsewhere than
in United States and Germany. It will be necessary
fix value of paper mark only with reference to
gold, as all conversions between gold mark and

currencies of various allied countries will be on
basis of mint (parity?) of exchange, and as already
explained Germany on all payments, whether in gold,

materials, services or paper marke, will be given
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Y given benefit of depreciation of the allied

currencies as measured either by New York exchange
or by decreased purchasing power of currency in
which values of mteriﬁll or pervices are fixed.

Fifth, It is recognized that where
payments are made by Germany on account of reparations
while Treasury's support of pound, franc and lire exchange
still exercises influences on New York exchange market, the
lyéten proposed is not beyond criticism, Neverthelese
as payments during such perlods will be relatively small,
the comparative simplicity of the plan proposed compared
with any other plans considered recommends its
adoption. Believe it is impossible to devise any
fairer vplan or one beyond criticism. The plan
proposed which cantemplsfen the agreement in advance
on many important principles will, it is believed
tend to avoid friction and d@ifferences of opinion
between this and countries in the future.

Sixth. If you approve, intemd to submit
to commission on organization Reparations Commission,
exchange section, American position a.nh accord with
foregoing, subgtantially as follows: (A} As the
custom sustained by France, Great Britain, Belgium and
other countries must necessarily be final, in the
first insta::mo, in their own currencies, it seems
sound that these currencies be converted into gold

marks at par of exchange in fixing maximum custom, and
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and that Germany should be given the benefit of
depreciation in exchange of these countries,
measured by New York's market in most cases: i.e.,
the payments made by Germany in gold marks to be
figured at the exact amount of the respective amounts
of francs, pounds, etc., the gold payments would
produce over the New York exchange market.
(B) To the extent that the payments are
made by Germany in materials or by services (uhless
otherwise determined by the treaty) the value thereof
should be determined by Reparations Commission as of
the time of the delivery of such commodities or the
rendering of such services,in the currency of the
country obtaining such payment in materials or
gservices. While ordinarily these values would be
fixed by the commission on the basis of values of
similar commodities or services in the country receiving
the same yet, if the commission were of opinion that
unusual conditions existing at the time did not
give a fair indication of the valuation of such materials
or services so determined, the commission in their
discretion, might fix such values with reference to
the world values thereof, The values of the
materials and services so furnished by Germany, fixed
as above, would be converted into gold marks at gold
parity, and the corresponding amount of the claims

of the respective countries receiving such materials
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materials end services would be credited with a
corresponding payment in gold and the amount of

total maxisum claim against Germany as fixed in gold
marks would be diminished by the aggregate amowmt.

As the claime of the Allied and Associated Governments

in thelr respective currencies are to be converted

into gold marks at mint parity, similarly the amounts
pzaid by Germany in & materials and services when valued in a
curreney of an Allied or issociated Government should
also be converted into gold marks at mint parity in order
to determine payment made on account of Germany's
mexinum obligations stated in gold marks.

C. Recognizing the abnormal eonditions produced
by the blockade and other war measures upon German
exchange may prevent at the moment the purchasing power
of the paper mark being fairly measured by its value on
the llew York exchange market and recognized alsc that
as trade conditions return to their normal state the
con;;s‘;ion of paper marke into gold marks may fairly
be made on the basis of exchange rates between the
United States and Germany it must be left to the
commission to defi¥e when to sommence the operation
of such rule of conversion and in the meantime to base

the couversion of paper marks into gold merks on the

basis of a sympathy with commodity prices in the United
States and Germany as an index with reference to relative
changes from pre-war prices of such commodities.
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Seven. Cable at once whether you -
approve our taking position indicated.

Elght. You will observe the soundness of
our position as to method of conversion of
German psper marks depende on whether proper table
can be prepared as contemplated by subdivision C,
paragraph six above. There are no experte here to
prepare such table or to demonstrate that same
could fairly be used as a basis of conversion of paper
marks into gold the table papers in Washington,
Believe that Gay's organization had compiled data
needed in making up such table. Will you have
such table prepared and cable me earliest possible
time. Without awaiting completion of table I should
be advised what commodities are to be used and
fully the methods of converting paper marks into gold
by the use of the table and the reason why such methods
will give an equitable result.

Nine. Kent and Sterret have been this
but lately and agree with it. Kent suggests that
last clause of sub~division A, paragraeph six above
wonld be more clear if stated in foreign exchange terms
as follows:

"Payments made by Germany in gold marks
to be credited Germeny succeeded to the percentage

of deprecation in money of each country concerned as
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ae measured by the rate for its exchange as
quoted in the New York exchange market."

Kent also informs me that large amounts
of paper marks are being now sent in Holland
and United States resulting from special buying
in those countries and from Dutch purchases of marks;
resulting guilders have been used to purchase dollars
and sterling. Theée transactions show that the mark
is beginning to be dealt with more freely again in

the world's market. Rathbone.

LWR AMERICAN MISSION.




5, RUE ScRIBE

TEL: CENT. 79-75

Paris, Oct, 27, 1919.

Mr., Benjamin Strong, &
Governor, Federal Reserve Bank, 19
15 Nassau St., N. Y. DEC -1 191°

Dear Ben:-

While I do not suppose it possible that you could cone
sider from my letter to you, and the plan enclosed, that I be=
lieve that the exchange rates represent an exact parity of prices,
yet as we are so far apart, thought I had better not take any
chances of a misunderstanding, as it might make a difference in
your opinion of my point of view,

It seems to me that any bill which is rendered must be
on as firm a basis as possible, and that gold of "present weight
and fineness" is the only satisfactory measure possible to this
operation, While due to local conditions commodities in different
countries carry different price indices as reflected in depreciated
currencies, yet due to the peculiar situation of the United States
as a producing nation in connection with the requirements of the
European countries concerned, I believe that the foreign exchanges
will come nearer to giving a correct and fair solution of the problem
than any other plan that ean be devised, Their use in the manner
outlined by me will also eliminate friction between the representa-
tives of the various countries, that would be certain to occur
should any uncertain methods of procedure be adopted. If price
indices were taken into consideration, there would still beée the
necessity of using the foreign exchanges for the purpose of making
a proper comparison, and I believe any such system would lead to
endless bickering that might develop more bad feeling between the
countries than anything else which could occur in connection with
the work of the Reparation Commission, Germany is not going to be
able to pay any more or any less because of the establishment of
any complicated or other system, and I feel certain that if she
is placed in position to obtain credit for depreciation of the cure
rencies of the Allies as shown in their foreign exchange rates,
it will be entirely fair to her, and she will receive all she de-
serves,

The Reparation Commission has it within its power to
analyze the bills for damages upon their presentation, and to con-
slder prices of commodities and labor in the make-up of the bill,
They can do this with far more certainty of exercising proper judg-
ment if a fixed system of accounting and conversion of the foreign
exchanges 1s to be followed afterward than would otherwise be pos-
sible.

1
j
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Mr, and Mrs, Rathbone and their daughter took dinner with
us the other night, and we had a very interesting evening,

The meetings of the Commission have now started, and
those of the Organization Committee, to which I was a delegate,
are finished, for which I am very grateful, as it took so much of
my time that I have been simply overwhelmed.

Hoping this will find you well, and with sincere regards,
I am,

Cordially,

e

FIK/MKS
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5, RUE ScRIBE

TEL: CENT. 79-75

Paris, Oct., %ﬁéliglg.

DEC -1 1919
Mr, Benjamin Strong,
Governor, Federal Reserve Bank,
15 Nassau St,, N, Y,

Dear Ben:=

Dr. Vissering requested me to attend a meeting in
Amsterdam, which he called for the purpose of considering the
whole European situation., Mr. Keynes was there from Great
Britain, and a representative from France, Mr, Warburg was at
the meeting, and a number of others, It was decided to hold
another meeting on November 2, which will be attended by repre-
gentatives from Norway, Swedenand Demmark,

Dr. Vissering asked me to write you in detail about
the matter, which I gladly promised to do., Will, however, await
the next meeting before doing so, as I can then give you a much
clearer idea of the situation.

In the meantime this will let you know what is going on.
Wish you might have been there.

Sincerely yours,

o5

FIK/MKS
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TEL: CENT. 79-75

Paris, Oct, 21, 1949
Mr, Benjamin Strong, B 4
Governor, Federal Reserve Bank, :
15 Nasseu St., N. Y. DEC ~1 1919

Dear Ben:-

Since I wrote you last I have been simply overwhelmed,
as I have been serving as delegate on the Organization Committee
of the 3;§;£§EEQBMGQ'@15’1°3' and have also made another trip to
Belgium olland, It is only on that account that I have not
written you,

In connection with the work for the Reparation Commis-
eion for some reason or other cables have been sent that the del-
egate had made certain recommendations which had been agreed to
after consulting me, As a matter of fact I have been the delegate,
and have attended all the meetings, but I suppose my address being
Wall Street made it seem advisable to camouflage me more or less,
However, that is neither here nor there, but I thought it had
better be mentioned to you confidentially, so that you would bet=
ter understand the situation,

During the meetings I made two reports, one depending
upon the other, copies of which I enclose herewith, They were
both cabled to the United States, except the table, which they
did not feel could be very well sent in this manner, Without the
table I can readily see that the whole plan might not be under-
stood, as it was drawn up for presentation to the Commission with
the table as a part of the document, so that without it it is
incomplete,

Mr, Sterrett just called upon me, and showed me & copy
of a cablegram which Mr, Rathbone received from Mr, Davis, in
which he stated that he had consulted with you and Mr, Leffingwell,
and that you all felt that the system outlined was not satisfac-
tory and might not be fair in its operation, While the points
raised by Mr, Davis in his ecablegram were clear, yet it was also
evident that you did not any of you understand the system, which
was not at all strange, as you did not have the table,

Further, the fact that the United States Government ade
vanced funds to the Allies which helped protect their exchange dur-
ing the war has no bearing upon the situation at present, as all
the exchanges are free from effective government interference., #
This being true, exchange rates are of necessity written into
prices of commodities, For instance, if a French importer buys
wheat in America at $2.00 a bushel, and he is obliged to pay 8
Francs for every dollar of exchange, he must sell his wheat in
France for 16 Francs a bushel, plus his expenses, before he comes

(see last page)
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out even, With the censorship on cablegrams and letters removed,
and the service becoming more and more normal, arbitrage of ex-
change and prices is getting more and more free, On this ac-
count dollar exchange as between France and the United States is
finding its way into prices of articles that may be imported from
Great Britain, Agein, the United States must supply certain
principal foods and raw materials to Europe for a considerable
period, and the cost of living is largely based upon such arti-
cles, for luxuries are purchased from desire and not necessity.
Establishing some positive system of figuring the exchanges does
not prevent the Reparation Commission from considering price bases
in any manner that they may desire for the purpose of ascertain-
ing the ability of Germany to make payment as time goes on.

From what ¥ can gather in my study of this situation,
which has been greatly extended since I saw you through many
new fields and a going over of old ones, one of the greatest ne-
cessities of the moment is certain knowledge on the part of
Germany as to what her maximum payment must be, If it is stated
in a certain number of gold Marks of present weight and fineness,
with a fixed maximum that is fair to all, it will be far better
than if stated in any uncertain manner based on possible fluctuating
prices of commodities, Such credits as Germany may receive from
the Allies under the system that I have outlined will simply
serve to reduce her payments as they are made, but will always
keep before her a clean total amount that she will have to meet,
except for any possible future credits,

When it comes to the question of the depreciation of
the currency over gold, the foreign exchanges are one of the
clearest measures, This is shown fairly well in the question of
pension payments, The French representatives at the meetings
stated that they were authorized to include pension payments in
their bill for damages. They stated that on that account they
must receive the exact number of gold Francs that was necessary
to cover their pensions, and that their pension payments should,
therefore, be carried into the bill on a gold basis without any
deduction for exchange,

I explained to them that if the plan I outlined were
used, and Frane exchange as measured by the United States dollar
was 50% discount, and Germany paid in gold Marks on a basis of
50% discount, so that France would receive 50 Francs for each
100 Frances presented in her bill, that the gold so received could
be shipped to the United States and dollars sold for the pro-
ceeds, which would give the French Government exactly 100 Francs,
less cost of shipment, so that even in this case, which they
felt was the most difficult of all to consider from an exchange
basis, it was entirely fair to France, as well as to Germany, to
allow the exchange rate to rule, As long as it is possible to
ship gold Francs to the United States and sell the proceeds in
dollars on a mint par basis in Franc exchange, which is paid for
in paper Francs, the dollar rate of exchange measures the depre-
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ciation of the French paper Franc, and the same is true in
Germany, Paper Marks are now being shipped to the United States
in large amounts, and the dollars received are available for
purchase of goods in the United States, for shipments of gold,
purchases of securities or other forms of investment, If the
price of goods in Germeny &s expressed in paper Marks should
reach a point where it is profitable to ship paper Marks to the
United States and sell them for dollars, which could be used to
buy the same kind of goods in the United States for import teo

Germany, the operation would be continued as long as it was profite

able, As the United States is a producer of such an immense num-
ber of different commodities, and articles, which go into the
daily life of man, the value of the American dollar is a very
real measure of the depreciation of the paper currency of the
European nations, under present conditions,

Any operations which the United States Government may
have made in the past to temporarily help the exchange of the
Allies now hang over that exchange so that such operations cannot
be considered in the light of favoring the Allies over Germany
in connection with reparation payments,

Will not write more at the moment, as I want to get
this to you as quickly as possible,

Sincerely yours,

f

FIK/MKS

Understand there are still some funds available to France that
were advanced by our government, but by May 1, 1921, when the
bills for damages have to be presented, such funds will have

long been expended, Now that the blockade of Germany has been
raised, Mark prices in Germany are rapidly climbing to arbitrage
levels, and there is evidence that long before May 1, 1921
parities will have been reached.
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October 10, 1919.

Charge to Treasury Department.
HOT BY WIRELESS.

AMKT SSION
PARIS

For Rathbone from Davis. Treaswy R-4.

Refer Mission's number 4469 October first to Secretary of State
relative to accounting umder Reparatioms Commisslion.

While it is probably necessary for the reasons stated to carry
the accounts in gold marks, I question the equity and soundness of de-
termining such sums under the system proposed. Although I realize the
difficulties in developing another workable basis and have no specific
plan to offer now in substitution, it seems to me for the following
reasons that some other basis of determining values must be worked out.

FIRST: It is a mistake to assume that the depreciatiom of the
merk paper currency or its mark gold value can be ascertained correctly
through the dollar rate of exchange. It is also wrong to assume that
the ratg of exchange between dollars and marks and francs registers the
relative depreciation in those two currencies. That might be possible
if the rates had beem determined by matural commercial transactions -~
free of articifial restrictions. Such is not the case. Frane, sterling,
and lire exchanges have been supported to a great extemt by the Treas-
ury while Germany hae been excluded from the world's commerce for five

years and has had no means of supporting her exchanges. When such
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artificial factors enter into the determination of exchange rates
such rates have no real economic significance. When peseta exchange
was selling at 28 cents it would have been egqually fallacious to have
apsumed that the dollar had depreciated 50 per cent.

SECOND: It is doubtful whether the German paper mark has less
relative purchasing power in Germany than the franc has in France. It
is therefore more important to devise some plan for arriving at the value
of commodities and services and the relative purchasing power of the
respective domestic currencies than try to f£ix their depreciation or
gold value in relation to New !orkixdunge. Thie may be done by using
commodity prices as an index with the relative increases from pre-war
prices.

THIRD: I do not understand where there will be any interchange of
commodities with which the Reparations Commission will be concerned, where
conversions of Allied domestic cwrrencies into gold marks will have to be
made. There are also few if any cases where German domestic currency
will have to be converted into so-called gold marks. The coal, ete., to be
delivered by Germany under ammex five of the Reparation Chapter apparently
may be paid for in German paper marks. In respect to materials, ete., to be
delivered under ammex four, to ships under amnex three, and to the other
items specified in Articles 236, 237 and 243 for which Germany is to be
credited on reparatiom, the Reparations Commission shall determine the
values and respective credits and may very well fix this in gold marks
without any specific conversion process, by reference to the world value
of such properties and materials.

FOURTH: I do not guite understand the proposed plan that each

Allied country should compile a statement of its damage on the basis of
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its gold currency and that the total should then be converted into gold
marks at the mint par of exchange. The amount of damage assessed against
Germany should, in my opinion, be calculated in the domestic curremey of
the respective countries, because most of the reparation of such damage
(which will represent labor and local materials) will be paid for in

such domestic currency and not in gold. It may be expedient for account-
ing purposes to corfvert these sums into gold marks. The damage however
can not be restored or paid for for meny years, and by the time this is
done there may be a considerable difference in the so-called gold value

of the currencies which have been theoretically previously converted

into gold marks. If, however, it is proposed that the calculation of
damage shall first be made in the present paper currency of the coumtry
concerned, and them reduced to the gold currency of such respective
country by determining the percentage of its depreciation in relation to
New York exchange, and the sum thus found converted into German gold marks
at par of exchange, it would probably be fair and just to all concerned,
provided the rate of exchange on New York would show the correct relative
depreciation in such respective currencies which is most doubtful,.

FIFTH: Germany will owe so much more than she can pay that it will
be a very unjust, shortsighted policy for the Allies to attempt to pur-
chase German commodities deliverable under annexes four and five and six
of the Reparation Chapter at less than their real value by taking advan-
tage of her abnormally low rate of exchange and taking the domestic price
in paper marks as & basie for conversion through dollar exchange into
so-called gold prices. Naturally the mark has a greater purchasing power
in Germany than abroad, likewise the franc. The determination of pre-

war prices for German commodities such as dyestuffs figureé in marks
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can only be properly made by ascertaining the relative purchasing value
of such pre-war marks.

SIXTH: I have discussed matter with Strong and Leffingwell who
agree substantially with my views and also briefly with Sterrett who
sailed yesterday. Sterrett should be of considerable assistance in work-
ing out a plan. In the meantime suggest you discuss gquestion with Kent
with a view of his working out plan more on lines above indicated. Hope
you can defer action until Sterrett arrives and then determine on whatever
plan you think best after discussion with him and Kent.

(Signed) R. C. Leffingwell.
Assistant Secretary of the Treasury.

NHD:HB:MD
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Secretary of ftate,

¥ashington, D. C.

4469. October 1, 10 PN.

American representative, who is being assisted by Nr. Fred
F. Kent, on subcommission of Interim Reparations Commigsion consid~
ering the methods of accounting of the Reparatione Commission, has
tentatively presented following memorandum to committee as showing
American position:

"Heading: Money of Account.

The accounting of the Reparations Commission should be car-rf'

ried on in gold marks for two principal reasons. First., In order

to be able to follow the terms of the peace treaty with such cer-
tainty that no misconception can ever be placed upcn any operation

of the books of ascoount, the kind of money nominated in the treaty, ‘
pamely 'gold', should be used, OSecond. For greater convenience, be-
ocsuse the Neparation Commission, after determining prices in each of
the Allied countries of commodities exchanged and the amouvnt of dam~’
age to be assessed Germany in the curremcies of each Allied coumtry.
on & golé basis, will have only one conversion to make, and that di;

rect into gold merks.
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Subhesding: . Methods.  With the accounting ostablished in 4
gold marks, it is desirable that & system of conversiom of foreign éﬁr-i
reney into gold marks be decided upon that is simpde and positive in
ith operation, and that is beyond possible citticism. The Dest
means to this end is to @eraté under the following system:

The gold values of the ourrencies of all of the Allies should.
be used, all conversions being made at the gold rates of exchange (mint
pars) from the currencies concerned into German gold marks. Under
this system it will devolve upon the Reparation Commiseion to establish
the prices of commodities (which it must do under the terms of the
treaty) in the gold curremcies of each country. This will necessitate
the conversion of prices as aseertained in the paper currencies of the
£llies into the gold of the same moneys before such moneys are converted
into gold makirs. The percemtage of derreeiation of such currencies
should be ascertained through the dollar exchange, for reasons which follow.

Prices which are ascertained in mark paper currency should be
converted into mark gold by obtalning through the United States currenecy

the vercentsge of depreciation of the mark paper currency.

Yach Allied country, when compiling a statement of damngos.@
should do 80 on the basis of its gold cuwrrency, and the total would
then merely have to be converted into Germen gold at the mint par of E
e;bhangn.

Subheading: Reason for using United ftates dollar as basi

for Conversion: Due to the fact that nome of the All ed countries,’

except the United States, is on a free gold basis, and their cnrrwncig!ff§§

are comsequently depreclated and at varying percentages from day to dag

it 1s going to be necessary to constantly dotermine &hé percentage:
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of ﬁaprnciation ag the operations of the lleparation Commission take
rlace. Again, because of the fact that the United [tates vaper dollar
and gold éollar have the same duying power in the United States, Uni-
ted States dollars represent the only point that might be czlled

gtable from which to figure the vercentage of deprecistion in the cur-

rencies of the other Allies. mited ftates dollare, therefore, can
\ effectively be used as & basis for ealeulationm. Tates of exchange

under present conditions are fluctuating in large pereentages, not
only from day to day but during the business houre of each day. In
establishing & rate in dollars from which to figure the depreclation

in other currencies, it would be necesaary, therefore, to aceept

AR the rates of some particular time of day. Fortunately, in connection
with other matters an offlicial rate is being establiehed at 12 o'clock
noon of each business day by the Federal leserve Baxk of Few York
govering the curremgies of primecipal illles. The estzblishment of
suoh official rates can be extended to include the ewrrencies of all of
the countries negessary, including Germany, which will give a positive

o end properly establighed firm rate of exchange to act as & basis for

1 3

all celenlations. The Federal Reserve Bamk of New York would un-

el

doubtedly be glad to furnish the Neparation Commission with am offieial
copy of such rates ac they are established from day to day.

.

In view of fact that the Federal Leserve Bank of ¥ew York
doee cetablish official rates dally at 12 o'clock noon, it would be
more effective and work with grezster justiece to all concerned if re-

€

gcommendation be made to the Reparstion Commigeion that the conversion

rates for each transzotion be those of the day of ite consummation, and
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.Jnéfﬁfﬁouo fenree'nting a monthly average. By so doing it will
not be neeessary to wait before making caleulations until monthly average
rates an be ascertained, nor to sccept the average rates 0f the pre-
vious month, which might be entirely out of line. funmariszing general
results. ¥ith accomnting in gold marks and conversions from Allied
moneys into gold marks being made at mint pars of exchange, and ner-
gentages of depreciation of currencies being ascertzined through the
_Tnited States dollar based om official rates established by the Ve~
deral Reserve Bank, & smooth working, practical and legal system would
have been established. The mint pare of exchenge are fixed points
beyond controversy. The treaty of peace distinetly authoriged the
Teparation Conmisesion to establish prices and with ne instructions t¢
the contrary, their determingtion in the gold currencies is legal
beyond doubt. Through the establishment of prices in the gold
moneys which are to be comverted into the gold mark, the Reparation
Commission would be in position to operste with positive Justice,
ae the price when arrived at would be the exact price which would de
gonverted into money of account.
By taking the offiecisl rate of the Federal Neserve Bark
of Hew York at 12 o'clook noon of each day, the determination of
an average rate which otherwise wounld have to de establishrd fram
mere opinjon as to what constituted an average rate of a day would §
be eliminated, and the dirferences in time which exist between varioue

forelgn exchange cemters could mever be brought inm through argument tp: i#7}

throw uncertainty uoon any exchange rates selected.” ?a
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ur delegates' opimio: that thig roposel will bve &cgopted
by subcommittee ana reported to Interim eparations Commissions with
their a Proval, iequest this be referred to Strong of Federal Re-
férve Bank for his views and then taken up with Treasury Department
for its approval prior to cabling Department's g proval or modifi-
cation of smerican dolegates"' Position, trong fully conversant

with latest phases thig ivestion and his views therefore considered

OFf great walue, uestion will have passed through subcommittee ang

will come up for conslderation nterim eparations Commission in a-

o

hout ten days. ‘0lk,






