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The Primacy of Economics:
Reconstruction in Western

Europe, 1919–1924

I

Once the peace treaty was signed and the European leaders
returned to their capitals, the most pressing problems they
faced were financial and economic.1 The war had wrecked

international finance and trade, it had distorted or destroyed productive
enterprises, and non-European competitors had appeared in world mar-
kets who would be difficult to dislodge. The length and costs of the war
meant that victors and vanquished alike were left with inflated money
supplies, massive budgetary deficits, huge debts, and, in the case of most,
collapsed or overstrained tax structures. Almost all the European states
had left the gold standard (Britain left officially on 31 March 1919), the
supposedly self-regulating mechanism which had controlled exchange
rates and had provided the necessary backing for international trade.Only
theUnited States, in its newly establishedworld creditor position,was in a
position to return to gold in June 1919. The search for financial stability
and balanced budgets in Europe was mademore difficult, not only by the
political and social consequences of the war, but also by the common
desire to restore the traditional financial and trading structures of the past.
New realms of competition in finance and trade further complicated
matters. Though the war years had created close links between British
and American financial experts, London and New York soon became
rival financial centres. The British and Americans battled for control over
air and cable routes and for access to raw materials and investment
opportunities, particularly in areas of the world where the British had
previously enjoyed a strongmarket advantage such as South America, the
Middle East, and east Asia. In trade as in finance, there was both compe-

1 See Appendix A-1 for comparative values of currency. The exchange rate was
approximately 4 gold marks to the dollar and 20 to the pound. After 1918 the gold
mark was no longer circulating in Germany, but continued to be used as a legal
denomination as the paper mark fluctuated widely and depreciated quickly.
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tition and co-operation as the British responded to the new American
presence. Reconstruction would not be easy. The problemwas a general
European one, but it would be the French, British, German, and, critic-
ally, the American positions that were of central importance for the
economic future of the continent as well as for the political balance of
power. While the peace settlements cast a long shadow over Anglo-
French relations, few anticipated that the long drawn-out struggle over
German reparations would increasingly dominate European inter-
national relations during the early post-war years.
As after most coalition wars, the former allies found more to divide

than to unite them. The final American rejection of the Versailles treaty
on 19March 1920 meant the end of the American security guarantee for
France. This was greeted with some relief in London, where it was
decided that Britain could shed a responsibility that it was reluctant to
assume. The Anglo-French guarantee had been ratified but was now left
in abeyance. The French search for a security substitute was a recurring
theme for the next decade and beyond. There was little enthusiasm in
London for a Belgian treaty; the Franco-Belgium agreement was con-
cluded without a British equivalent, to the regret of the Belgians who
wanted to avoid subservience to their over-powerful neighbour. There
were sharp differences, too, in central Europe, where France looked to
strengthen her position in ways which the British opposed, and in
south-eastern Europe, where the two powers became bitter rivals.
Outside Europe, the British strongly resented sharing the former Turk-
ish territories with France and the division of the spoils drove the
powers apart. The future of relations with Bolshevik Russia similarly
led to tensions between London and Paris. These matters, political and
financial, were discussed at frequent summits between political heads at
numerous meetings and conferences, many held in the spas and gam-
bling resorts of Europe. The austere Raymond Poincaré referred to
them contemptuously as ‘la politique des casinos’. Unofficial consulta-
tions, often associated with the peripatetic League (the Geneva buildings
were not completed until 1924), and formal conferences were held to
complete the work of peacemaking. Fifteen inter-Allied and ten Ger-
man–Allied conferences struggled with the most intractable problem of
all, that of reparations, between 1921 and 1924.
French statesmen believed that their country had a moral entitlement

to reparations. It had suffered far more both in human and material
terms than the British, the Americans, or the Germans. The destruction
of its ten richest departments placed an additional heavy burden on
already indebted post-war governments. French governments had relied
far more heavily on borrowing (especially in the form of short-term
debts to the public) than on taxation in order to finance the war; the
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servicing of the public debt in 1920 amounted to 65 per cent of the
national income.2 Even after 1919, the government continued to seek
support from still-willing citizens and from the Bank of France to cover
its massive budgetary deficit. When these sources proved inadequate the
government turned to New York and London, only to find the financial
environment increasingly hostile. American Treasury plans in 1919 and
1920 to make government loans to the French for reconstruction ran
into sharp opposition in Congress. Only modest steps were taken to
rationalize the incredibly complex French budgetary procedures. Nei-
ther the Clemenceau government nor its successors in the early 1920s
were willing to introduce tax programmes that would have reduced the
gap between expenditure and revenue. Elections in late 1919 had
produced a Chamber weighted towards the right; in the presidential
ballot which followed Clemenceau seemed the natural choice, but the
left-leaning, anticlerical ‘Tiger’ who had abandoned the Rhine for
stillborn security pacts had many enemies and was rejected by
the Assemblée in favour of the insignificant Paul Deschanel. Alexandre
Millerand formed the new legislature’s first cabinet in January 1920,
setting a pattern for his immediate successors by reserving the foreign
ministry for himself, but resigned as premier in September to replace the
sick Deschanel as a far more activist president. Millerand’s Bloc National,
a conservative-republican alliance, had to deal with France’s immediate
financial problems. It was essential that money should not lose its value
and that the vast rentier class should be protected from devaluation. At
the same time, the need to meet the costs of war and to finance
reconstruction and pensions to ex-servicemen made cuts in government
expenditure politically impossible. The battles over taxes and public
spending produced only a succession of budget deficits that were mainly
met through the sale of short-term bonds. Between 1919 and 1923
governments were spending twice as much as they were collecting;
these deficits were sometimes disguised, but were not eradicated until
the books were finally balanced in 1926.
The sharp world depression of 1920–1 following the immediate post-

war boom temporarily improved the French position. Such was the
appreciation of the franc between December 1920 and April 1922 that
J. P. Morgan & Co., who handled French finances in the United States,
suggested the franc be stabilized at current values, but the government
unwisely preferred to wait until it reached its pre-war parity on gold.
No plan of action was adopted to achieve this goal. While incurring
large budget deficits, the government practised monetary deflation.

2 Figures from Barry Eichengreen, Golden Fetters: The Gold Standard and the Great
Depression, 1919–1939 (Oxford, 1992), 81.
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The François–Marsel convention of 1920, requiring the Treasury to
repay its Bank advances at the rate of at least 2 billion francs each year,
represented a partial victory for the Bank of France, which came to focus
almost entirely on the curtailment of its advances to the government and
a decrease in the amount of money in circulation as the way to control
inflation and restore the franc to its pre-war parity. After a first payment
in December 1921, the Treasury found it difficult to meet its obligations
and questioned the relevance of the Bank’s monetary programme to
France’s financial difficulties.
After May 1922 the franc resumed its downward path, intensifying

the financial pressures on the government. Domestic borrowing could
continue only because French bondholders were convinced that large
German payments would be forthcoming. These would lead to a
massive reduction in the national debt, a balanced budget, and a strong
franc. Should investors lose confidence and present their short-term
loans for redemption, or convert them into high-interest long-term
securities, as was to happen in 1924, the domestic loan market would
collapse and the franc rapidly depreciate. There were laws against the
export of French capital, but no controls over foreign holders of francs,
making Paris vulnerable to speculative operations should the latter
decide to sell. The French hoped to secure some relief from their
budgetary pressures through negotiations for the cancellation or massive
reduction of French war debts to the United States. The American
Congress, determined to keep control over the debt-refunding negoti-
ations, created the World War Foreign Debt Commission in 1922 and
demanded the repayment of debts within twenty-five years at an annual
interest rate of not less than 4.25 per cent. All debtors were asked to send
delegations to Washington to begin talks. In May the French sent Jean
Parmentier, a high official in the Ministry of Finance, to the capital to
convince the Americans that any form of repayment would endanger
the franc and make the financial position of the government even more
precarious than it was. Though American officials were sympathetic,
Republican policy-makers were not prepared to challenge the Con-
gressional refunding terms before the November elections.
The assumption in France that reparations would be paid became an

essential factor in sustaining government borrowing at home. As the gap
between expenditure and revenue widened, a reparations settlement
became a financial imperative. The French were optimistic about
the role of the all-powerful Reparations Commission, where, after the
American withdrawal, they claimed the chair and the casting vote in case
of a tie between the national representatives. Yet while French views
were in the ascendant, British reluctance, American disinterest, and
outright German resistance combined to block all favourable settlements
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of the reparations issue. Clemenceau’s parting advice on leaving office,
that: ‘Wemust show theworld the extent of our victory, andwemust take
up thementality and habits of a victorious people, which oncemore takes
its place at the head of Europe’, proved difficult to translate into action in
the face of France’s continuing financial weakness.3

The British, too, emerged from the war in a weakened financial
position. There had been a considerable sale of overseas assets quite
apart from domestic war debts, and some $3.2 billion lent to allies,
which would be difficult to recoup. The British owed the Americans
$4.3 billion and were, for the first time, in debt to their transatlantic
cousins, though still in a creditor position worldwide.4 With a far more
effective tax structure than the French, British governments had cov-
ered more of their war costs through taxation, but there was still a large
budgetary deficit in March 1919. The removal of wartime controls
fuelled an inflationary spiral; the pound, off gold and no longer pegged
to the dollar, began to fall below its pre-war dollar-exchange rate. Lloyd
George’s Coalition government was determined to put its financial
house in order. The Treasury, the Bank of England, and the City
(London’s financial district) charted a strict deflationary policy, arguing
that by cutting expenditure, restricting government borrowing, and
raising interest rates to discourage private investment, the country
would be prepared for a return to gold and the restoration of the
international financial structure. Even when it became clear by the
summer that the post-war boom was over and that further deflation

TABLE 8. Percentage Estimates of French Budget
Deficits, 1920–1926 (as a share of public expenditure)

Dulles Haig Ministry of Finance

1920 65.4 82.0 43.2
1921 54.8 58.3 28.2
1922 50.5 45.5 21.6
1923 39.5 43.1 30.8
1924 22.6 21.5 16.8
1925 13.7 12.9 4.2
1926 �0.1 3.8 �2.4

Note: A minus sign preceeding the deficit share for 1926 denotes a
surplus.
Source: Barry Eichengreen, Golden Fetters (1992), 178.

3 Quoted in David Robin Warson,Georges Clemenceau: A Political Biography (London,
1974), 387.

4 Figures from Eichengreen, Golden Fetters, 85.
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would depress trade and create massive unemployment, Austen Cham-
berlain, the chancellor of the Exchequer, persisted with these policies,
and his second budget of 1920 already showed a surplus available for
debt redemption. It has been argued in retrospect that a less restrictive
policy would have aided British industry and that the concentration on
strengthening the pound proved too costly: French inflationary policies
allowed a degree of growth, fuelled by industrial expansion, that the
British did not share. At the time, however, the Anglo-Saxon financial
establishments shared a common reading of the situation and accused
the French of reckless accounting. Nonetheless, Britain’s deflationary
policies did not stop the pound’s deterioration in relation to the dollar,
nor reverse the flow of gold to the United States. The government
insisted that London could meet the competition from New York and
resume its place as the centre of the world’s financial system. Far more
money was available in New York, and ultimately this proved decisive,
but the shift of financial power was incomplete. Imperial ties, habit, and
geography meant that many continued to look to London. The need to
strengthen the pound was seen, above all in the influential City of
London, as more important than worries about British trade. There
was, in the immediate post-war period, little opposition to the Treasury
position or any challenge to its assumption that balanced budgets,
stabilized currencies, and the reintroduction of the gold standard were
essential for economic recovery.
Like the French, the British hoped to secure, if not the cancellation of

the war-debt payments owed to the Americans, then at least better terms
than Congress had set. The two countries failed to form a common front
and each negotiated separately, fearing that any settlement would preju-
dice future arrangements. In an attempt to shame the Americans into
cancellation, the British used their creditor position in Europe. The
‘Balfour note’ of 11 August 1922 informed Washington that Germany
and the continental allies would have to pay Britain only enough to
cover Britain’s war debts to the United States. The note not only
angered the Americans but alarmed the French who, with the expiry
of the British three-year moratorium on their debt, would be pressed for
payment. The British, bowing to the inevitable, decided to settle with
the Americans. To postpone payment further, argued Montagu Nor-
man, the governor of the Bank of England, would antagonize the
Americans and weaken Britain’s creditor status. A strong delegation,
with Stanley Baldwin, the chancellor of the exchequer, and Norman,
arrived in Washington in early January 1923. A bargain was struck, far
more favourable to the British than the original Congressional terms.
The British were to repay their debt (by 1923, $4,600 million or about
£980 million at par) in full over sixty-two years with interest increasing
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from 3 to 3.5 per cent. Contemporaries thought the arrangements were
harsh, though the technical details forgave some debt and implied future
reduction. The actual charge on British overseas investment was small,
but the continued weakness of the British economy and the costs of
maintaining a possibly overvalued pound after 1925 made payments to
the Americans a focus of continuing discontent. As the United States
was a creditor nation and the possessor of a favourable trade balance, the
repayment of war debts posed a difficult problem for its European
debtors.
In the face of a sharp recession and mounting unemployment, the

London government insisted that financial instability was the cause of
the present malaise and that a settlement of the reparation question was
the way to restore world trade and British prosperity. France, if neces-
sary, would have to be forced into line. Lloyd George hoped that a fixed
reparations sum could be determined within six months and that the
Germans themselves would set the figure. He would try to increase the
British share of the total by insisting on a ‘fair’ proportion of whatever
the Germans could pay. No British government in the 1920s, despite
some dissenting voices in the Treasury, was willing to abandon repar-
ations or cancel Allied war debts without receiving an American quid
pro quo.
Whether viewed from London or Paris, the financial role of the

United States was seen as imperative for the stabilization of Europe,
despite its rejection of the Treaty of Versailles. The unwillingness of the
American government to intervene in the reparation question despite
the belief that a moderate settlement was essential for European recov-
ery aggravated the conflicts between Britain and France. Any settlement
of the ‘German problem’ appeared to depend on American capital flows
to Europe which the new Republican administration was unwilling to
underwrite. War debts amounting to some $11.9 billion had to be
repaid, and were not considered in Washington as part of the more
general European settlement on reparations. ‘It is highly improbable that
either the Congress or popular opinion in this country will ever permit
cancellation of any part of the debt of the British Government to the
United States’, President Wilson warned Lloyd George in November
1920, either in order to allow the remission of other Allied debts to
Britain or ‘as an inducement towards a practical settlement of the
reparation claims’.5 Nevertheless, the ways in which the Americans
exercised their financial and economic power would critically affect
the future of the peace settlement.

5 Wilson to Lloyd George, 2 Nov. 1920, quoted in Arthur Turner, The Cost of War:
British Policy on French War Debts, 1918–1932 (Brighton, 1998), 29–30.
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Washington was not blind to the necessity of encouraging European
reconstruction. Successive governments were aware that there could be
no retreat into economic isolation, but there was no unanimity on what
was needed. The Republican administrations of presidents Warren
Harding (1920–3) and Calvin Coolidge (1923–8) wanted to see the
European nations restored to financial solvency and economic growth,
but moved cautiously, taking account of their own fiscal priorities,
inflationary fears, and strong protectionist and isolationist sentiment.
The importance of the European continental market was clearly dem-
onstrated during the downturn of 1920–1, when both agricultural and
raw-material exports fell and farm groups and business interests
demanded government action. Fearful of the consequences of the
country’s creditor position and expecting a flood of European imports
which never took place, protectionists found in President Harding a
willing champion. His government resisted assuming official obligations
in Europe or any form of co-operation with League-sponsored activ-
ities. American abstention doomed plans for an ‘International Bank of
Issue’ to underwrite reconstruction loans proposed in Brussels in Octo-
ber 1921. American insistence that war-debt repayment take prece-
dence over reconstruction loans, and disagreements over what should
be left to market forces to regulate, buried alternative European sugges-
tions. Nor were the Americans represented at the Genoa conference in
1922, when Lloyd George made his unsuccessful bid for European
economic and monetary reconstruction under British direction. Pro-
posals for central bank co-operation and the promotion of exchange and
price-level stability were mainly of academic interest without the par-
ticipation of the United States, the only state able to sponsor such
schemes. The official abstention of the American government from
such meetings strengthened the role of the largely independent Federal
Reserve Bank of New York (FRBNY) and gave new prominence to
the New York investment banks. As capital-hungry European govern-
ments turned to the United States, a complicated relationship developed
between Washington, the FRBNY which influenced interest and ex-
change rates, and the private bankers. Caught up in the immediate post-
war inflation, the American Treasury and the FRBNY favoured an
orthodox deflationary approach and a return to balanced budgets
and the gold standard. The Republican administration was not adverse
to private loans to the Europeans, but wanted safeguards for Ameri-
can investors and for domestic industry. This uneasy compromise
between public and private obscured existing dividing lines. Any
European government wanting to raise money in the United States
had to turn to its investment houses, mainly J. P. Morgan & Co. in
New York, who came to play, with some reluctance, a major political
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role in international diplomacy. Such firms were not free agents but
merchant banks with clients to serve.
The reparations battles between London and Paris were further

complicated by the actions of Germany, a country which, though
defeated, did not fully accept the consequences of its defeat. As the
imperial German government had not financed the war by rigorous
taxation but by long-term borrowing and increasing its floating debt,
the Weimar republic inherited the defeated empire’s massive national
debt and depreciated currency. It was faced, too, with the demands for
‘interim payments’ of cash and goods included in the Versailles treaty.
Tax and non-tax revenue covered only half of the government spending
in 1919–21, though tax reforms introduced in June 1921 by Mathias
Erzberger, the German finance minister, who was assassinated two
months later, brought a brief improvement. Taxation continued to
cover only a small percentage of government expenditure. The budget-
ary deficits of 1919–23 were met mainly by increases in the floating
debt, by loans from banks and other institutions, and by printing paper
marks. Contrary to the expectations of Keynes and other like-minded
Cassandras, Germany shared in the prosperity of the immediate post-
war boom. The German government embarked on an expansionist
economic policy, fighting hard to regain lost export markets and un-
freezing blocked assets. Domestic demand was buoyant after five years
of war, and despite the demobilization of millions of men unemploy-
ment remained low. German industry recovered rapidly, making use of
government funds to cover losses to the Allies and reconversion to
peacetime activity, and having at its disposal war-generated cash bal-
ances and a share of the foreign capital attracted by a favourable ex-
change rate. It has been estimated that there was a net capital influx into
Germany of about 13 billion gold marks in the years 1919–23, much of
it speculative investment by small private investors, with the greater part
coming in 1919, 1921, and the first half of 1922.6 German industrialists
acquired new enterprises and integrated, rationalized, and modernized
their firms. When exchange restriction were lifted, they sent capital
abroad in anticipation of further depreciations of the mark. The volume
of German exports in 1919 and 1920 rose; goods were sold or ‘dumped’
in increasing quantities at low prices on foreign markets, but the volume

6 Figures fromNiall Ferguson,Paper and Iron:Hamburg Business andGerman Politics in the
Era of Inflation, 1897–1927 (Cambridge, 1995), 243. Carl-Ludwig Holtfrerich has esti-
mated that Americans purchased (and eventually lost) some $300 million-worth of mark
denominated bonds during these years. Stephen Schuker estimates American losses at 6
billion gold marks ($1.5 billion). Carl-Ludwig Holtfrerich, The German Inflation, 1914–
1923 (Berlin and New York, 1986), 287; Stephen A. Schuker, American ‘Reparations’ to
Germany, 1919–1933: Implications for theThirdWorldDebtCrisis (Princeton, 1988), 118–19.
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of imports, mainly food and raw materials needed for the expanding
industries, also rose. The trade deficit that resulted was covered by the
large number of small-scale foreign purchases of paper marks. The mark
continued to depreciate but German industrial output maintained its
upward momentum. Given the revolutionary situation of 1918–19,
industrialists struck bargains (which they hoped to undo as soon as
possible) with their labour forces, recognizing their unions and conced-
ing an eight-hour day and new working and welfare conditions. Infla-
tion allowed the employers to cover the new demands of the workers
without harm to themselves. Workers benefited, too, from an expanded
social welfare scheme and the government’s concern to maintain em-
ployment levels. Even when the political truce became strained, sections
of the working class continued to profit from the inflation.
It was, and is, argued that inflation created a tacit ‘inflationary con-

sensus’ linking German industrialists, organized labour, and debtor
groups together, and that any real attempt at fiscal and monetary stabil-
ization would have led to its destruction and the collapse of the social
peace. Apart from the agricultural sector, which failed to prosper, it was
the rentiers, people on fixed incomes or with liquid assets, shopkeepers,
professionals, and the self-employed who suffered most from the state’s
disregard for their fortunes. The more organized, politically influential
groups acquired a vested interest in the continuation of inflation. Cur-
rent research differentiates between the short- and longer-terms costs

TABLE 9. Dollar Exchange Rate of the Paper Mark in Berlin,
1918–1923 (in monthly averages)

Month 1918 1919 1920 1921 1922 1923

Jan. 5.21 8.20 64.80 64.91 191.81 17,972
Feb. 5.27 9.13 99.11 61.31 207.82 27,918

March 5.21 10.39 83.89 62.45 284.19 21,190
April 5.11 12.61 59.64 63.53 291.00 24,475
May 5.14 12.85 46.48 62.30 290.11 47,670
June 5.36 14.01 39.13 69.36 317.14 109,966
July 5.79 15.08 39.48 76.67 493.22 353,412
Aug. 6.10 18.83 47.74 84.31 1,134.56 4,620,455
Sept. 6.59 24.05 57.98 104.91 1,465.87 98,860
Oct. 6.61 26.83 68.17 150.20 3,180.96 25,260
Nov. 7.43 38.31 77.24 262.96 7,183.10 2,193,600
Dec. 8.28 46.77 73.00 191.93 7,589.27 4,200,000

Average 6.01 19.76 63.06 104.57 1,885.78 534,914

Source: Gerald D. Feldman, The Great Disorder (1993), p. 5. Note variations and
author’s important revisionist interpretation of course and consequences of inflation
and hyper-inflation.
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and between the economic and political effects of the inflation. The
longer-term consequences, particularly after inflation reached hyperin-
flation levels, wiped out the short-term economic benefits. In the early
1920s the Weimar parties (the Social Democrats, Centre, and German
Democratic party), faced with large budgetary deficits, found the infla-
tionary fiscal and monetary policies easier and safer to maintain than
sorting out the distributional conflicts required for any effective tax
programme or cuts in expenditure that would have brought the budget
under control. Even in the period of ‘relative stabilization’, March 1920
to May 1921, when the mark recovered, prices fell, and the rate of
inflation was cut to its post-war low, no political consensus was
achieved. The stabilization that might have been possible in 1921
never took place. The Weimar governments were too weak and depen-
dent on the producers of wealth to impose policies that they feared
would damage the boom economy, create unemployment, and shake
the fragile political stability of the state. Both the inflation and hyperin-
flation fatally damaged the political fabric of the Weimar republic, for
the demoralization and alienation of large sections of the electorate in
the early 1920s weakened the appeal of democratic politics. German
attention was focused on the reduction or abolition of the Versailles
treaty reparations obligations. The country’s financial and fiscal woes
were blamed on the Allied demands rather than on budget deficits and
the depreciating currency, both of which resulted, in the first instance,
from the lack of political consensus about tax incidence and income
distribution. Opposition to paying reparations, even when massively
reduced, became one of the few bonds which held the Weimar parties
together and kept the right wing in check. Policy-makers debated
whether a show of compliance (‘fulfilment’) or resistance was the best
tactic to convince the Allies that their demands were unreasonable and
dangerous both to Germany and to themselves. At the same time, no
German cabinet—and there was a move to the political right in 1920—
adequately addressed the question of financial reform and the unbal-
anced budget. To cover its budgetary deficits, the government con-
tinued to resort to loans and the printing press (i.e. printed money).
German recalcitrance over reparations made agreement ever more

impossible and underlined the opposing views of the twomain European
powers over how their former enemy should be treated.The debates over
how much the Germans were to pay and in what form went far beyond
purely financial issues. They dramatized Anglo-French differences over
the enforcement of the Versailles settlement. As reparations payments
became one of the main means for maintaining French superiority over
Germany, they were critical to the outcome of the struggle between
France and Germany for the future political and economic domination
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of Europe. The failure of the French attempt at unilateral action in
1923–4, though it brought Weimar to the point of dissolution, opened
the way for decisive American financial intervention and highlighted
the degree to which the European diplomatic map was changed by the
exercise of American financial power.Most significantly, it also produced
the first revision of the Versailles status quo in the German direction.

II

The reparations problem brought Anglo-French differences, apparent
already at the peace conference, to the forefront of their relations. In a
series of private talks between Millerand and Lloyd George, the two
men argued over the proper response to the German failure to fulfil
either the disarmament or the reparations clauses of Versailles. The
French premier insisted that only coercion would bring German com-
pliance: the Allies should agree on their demands and on the sanctions to
be imposed if Germany failed to fulfil them before talking to Berlin.
Believing that you do not kill the cow if you want her milk, Lloyd
George wanted Germany to acknowledge her liability and suggest the
best method for liquidating it. The British prime minister was con-
vinced that only when Germany’s liability was definitively fixed and
accepted would it be able to raise the necessary international loan to
cover its unfavourable balance of payments, regain its economic stabil-
ity, and pay the reparations that he was unwilling to forgo. At a meeting
of the Supreme Council in London in February–March 1920, Mill-
erand, playing to the home gallery in Paris but also wanting to convince
the British of German bad faith, demanded and was refused an imme-
diate occupation of the Ruhr in retaliation for Germany’s deliberate
failure to meet her reparation quotas. Though he quickly backed down,
his proposal intensified British fears about France’s future ambitions.
These were reinforced when France unilaterally occupied Frankfurt,
Darmstadt, and three other German towns on 6 April 1920. The
occupation was meant to ensure that German troops sent into the
demilitarized zone to deal with left-wing unrest after the failed right-
wing Kapp putsch on 12 March would be withdrawn. Anger in London
was directed exclusively against Paris. ‘This is a very serious departure by
the French Government from united action’, Lloyd George thundered.
‘We may be landed one day in war with Germany through French
action. Or we may have to repudiate our allies.’7 At San Remo on 18

7 Quoted in Thomas Jones, Whitehall Diary, ed. Keith Middlemas (London and New
York, 1969–71), i. 108–11. Lloyd George was particularly incensed by the French use of
North African troops in the occupation.
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April 1920 the Supreme Council, at Lloyd George’s urging, agreed to
meet with the Germans. In anticipation of a reparation offer from
Berlin, the Allies attempted but failed to arrive at any decision about
Germany’s total liability or about the equally vexed question of the
priority of payments, settled at Paris, but repeatedly reopened by the
French. With agreement impossible, the question of provisional sched-
ules for payment was referred to a group of financial experts. Meeting
again at Boulogne, on 21 June, the Allied heads again dodged the
question of total liability and adopted a totally unrealistic schedule of
payments that no one expected Germany to accept.
The Germans made settlement difficult. At Spa on 6 July 1920, the

first occasion since Paris when a German delegation met directly with
the Allies, the German representative, the highly energetic buccaneer
industrialist Hugo Stinnes, took such a belligerent stand that even Lloyd
George was appalled. The question of coal dominated the discussions,
overshadowing even the bitterly disputed disarmament issue. The
Germans had fallen seriously behind in their deliveries of reparation
coal, so important for France, and Millerand and Foch were prepared to
use the threat of a Ruhr occupation to enforce compliance. While the
Germans debated among themselves about how much coal they could
offer, the British and French clashed over the coal price to be credited to
reparations. Millerand, mainly to win the promise of British co-oper-
ation if coercion was necessary, agreed to Lloyd George’s demand that
the coal delivered should be credited to reparations at the high world-
market or British export price rather than the German internal price. He
consented, also, to the payment of a cash supplement of 5 gold marks a
ton, ostensibly to subsidize food for the Ruhr miners. As a result of the
Spa arrangements, not only was less reparation coal delivered but the
French had to pay a higher price for what they received. The conflict
allowed the Germans to exploit the divisions between Britain and
France to their advantage. At Spa, too, the powers finally decided
how to divide the reparation shares among themselves (France 52 per
cent, Britain and Empire 22 per cent, Italy 9.3 per cent, Belgium,
8 per cent, Yugoslavia 5.9 per cent, and 3 per cent for the rest), when
and if they could agree on the question of total liability.8

The Germans were prepared to gamble on the possibility that the
French threats of occupation were bluff, a view strengthened by the
Anglo-French disputes. Unwilling to accept the legitimacy of repar-
ations, German policy-makers were encouraged in their opposition by
Keynes, whose Economic Consequences of the Peace was highly popular in

8 Sally Marks, The Illusion of Peace: International Relations in Europe, 1918–1933 (2nd
edn. Basingstoke, 2003), 45.
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Germany and who was in continuous communication with the highly
influential Hamburg financiers Carl Melchior, a close personal friend,
and Max Warburg. At best, the moderates argued that some gesture
towards compliance should be made. Coal and steel representatives,
benefiting from the inflationary situation, argued for temporization.
Germans assumed that the currency depreciation would assist them in
the battle for revision. It was accepted by many that the depreciation of
the mark and the continued trade deficits, generating a flood of cheap
exports (as in 1919–20), would force the Allied powers to reduce the
reparation bill. In practice, after the success of 1919, only a small trade
surplus was produced in 1920 and a deficit resulted in 1921 and 1922.
Though the volume of exports grew, the demand for imports grew
faster, assisting the recovery of world trade but not generating the
pressure on American and Allied markets that would lead to a campaign
for reparation reduction. The economic historian Niall Ferguson argues
that ‘Currency depreciation continued to be regarded as the secret
economic weapon of German revisionism because of its stimulating
effect on German exports. If the Allies could be persuaded that the
peace terms were the root cause of both, then a revision of the treaty
might be possible.’9 As a revisionist tactic, depreciation failed to achieve
its purpose. The entrance of the German People’s party (DVP), the
party of heavy industry, and the departure of the Social Democrats
(SPD) from the cabinet in June 1920 made any equitable reform of
the tax structure more unlikely. The fast approach of the reparation
decision deadline set by the treaty, 1 May 1921, meant that the question
dominated German politics.
The French, whose need for relief increased as their own budgetary

problems mounted, turned to other alternatives. Proposals for an ex-
change of German coal for French iron ore and for the creation of a joint
steel cartel had existed since the autumn of 1919. Jacques Seydoux, the
deputy director of the department of commercial affairs at the Quai
d’Orsay, suggested at the time of the Spa talks that, in return for certain
reparation advantages, a sum of paper marks should be raised by the
German government and placed at the disposal of the reparation cred-
itors who would buy what they wanted in Germany. The plan was
enlarged at a meeting of financial and economic experts in Brussels in
December 1920 to include French ownership of stock in German
industry. As with previous proposals, these stalled in the face of divisions
between French producers and opposition from the Ruhr magnates.
While the French needed coal from Germany and outlets for their
excess ore and raw iron capacity, German industrialists were less

9 Ferguson, Paper and Iron, 311.
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dependent on French resources or markets. The German negotiators
insisted on separating the reparation and industrial talks, and then
proved hostile to the whole scheme. The British, for their part, disliked
any direct Franco-German arrangements that left them out.
No progress was made on either the industrial or reparations front at

Brussels in December 1920, though proposals and counter-proposals
were made. By the time the Supreme Council met in Paris on 24
January 1921 to discuss German disarmament, the trial of German war
criminals, and reparations, Aristide Briand had become premier (16
January) of France. The master of Third Republic politics, forming his
seventh cabinet, had promised his supporters quick reparation results.
Though never comfortable as a nationalist, he was not yet the symbol of
international reconciliation he would later become, and was prepared to
take a tough line with Berlin. Recognizing that the Chamber’s expect-
ations were impossibly high, he fought for the postponement of a final
settlement in favour of a provisional arrangement. This was rejected by
Lloyd George, who still felt that German recovery depended on the
establishment of a fixed liability. The conference arrived at a comprom-
ise scheme, suggested by the Belgians, featuring a levy on German
exports which would both ease Germany’s burden during any economic
downturn and provide a politically desirable ambiguity about the actual
sums to be received. From Briand’s point of view it was of the greatest
importance that Lloyd George agreed to the imposition of sanctions
should the Germans reject the proposal.
The Germans were at first evasive and then, in March, made a

derisory counter-offer of 22 billion gold marks, provoking Lloyd
George to suggest that they would soon be asking the Allies for repar-
ations. Sent home under the threat of sanctions if they did not come
back with a more serious proposal, the German foreign minister offered
to follow the Paris schedule for five years, but only if Upper Silesia
remained German. On 9 March 1921 the Allies occupied the Ruhr
ports of Düsseldorf, Duisburg, and Ruhrort on grounds of reparation
and disarmament defaults. As compensation for a move which he much
disliked, Lloyd George demanded and won a 50 per cent levy on
German exports. Besides protecting British industry from possible
German ‘dumping’, it appeared to give Britain more than its allotted
share of reparations, since only Britain imposed the levy until 1923,
when the French, to British and German fury, did as well. Lloyd
George’s move was an illusionist’s trick, opposed by both Treasury
and City advisers, but the prime minister, while surreptitiously encour-
aging German intransigence, had his way.
Facing a major world recession and rising unemployment figures,

the British cabinet blamed the downturn in the economy on French
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intransigence over reparations. Lloyd George, suspicious of Briand’s
intentions but wanting to get the British share of a reduced reparation
bill, pressed for threats rather than action to encourage the Germans to
propose an acceptable sum. Briand, under considerable political pres-
sure, needed a firmer policy. In March and April Germany was declared
in default on payments on the interim 20 billion gold marks that was
due, but no additional sanctions were imposed. With France seemingly
moving closer to a Ruhr occupation, the Belgians suggested a com-
promise total figure of 132 milliard gold marks10 plus the Belgian war
debt and a warning to the Germans that, unless they accepted the
Reparation Commission’s assessment and a forthcoming decision on
ways of payment and guarantees, military sanctions would be imposed.
Concerned with the deadlock over the interim payments, Briand and
Lloyd George met on 23–5 April. The former, pressed at home, wanted
to take action on the basis of the German default on the interim 20
billion gold marks; Lloyd George did not want to act unless Germany
refused the Final Schedule.
The Reparation Commission accepted and announced on 27 April

the Belgian figure of 132 milliard gold marks plus the Belgian war debt
as the total liability of all the Central Powers, a sum that had little
relationship either to the creditors’ bills or to the still undetermined
Germany capacity to pay. The London Schedule of Payment, prepared
by the Supreme Council in consultation with a committee of experts,
was presented to the Germans in the form of an ultimatum threatening
the occupation of the Ruhr. It was paradoxical that, under these con-
ditions, it was the mildest scheme yet devised by the creditors. The final
bill to the Germans was far lower than the total sum of 132 milliard gold
marks. The bill was divided into three parts. Berlin was required to
cover the interest and amortization of an initial series of ‘A’ bonds
amounting to 12 billion gold marks (the unpaid balance of the Versailles
interim 20 billion due ) and ‘B’ bonds amounting to 38 billion gold
marks, with a fixed annuity of 2 billion gold marks plus a variable
amount equal in value to 20 per cent of German exports. Only when
the proceeds of German foreign trade were sufficient to pay off the ‘A’
and ‘B’ bonds, as well as to pay the interest on the remaining debt,
would the ‘C’ bonds, worth 82 billion gold marks, covering more than
half of the theoretical total of German obligations, be issued. The
experts did not believe that the ‘C’ bonds could ever be issued; they
were primarily a device for satisfying French wishes in theory if not in
practice. Interest on the debt which the Germans were expected to pay
covered only ‘A’ and ‘B’ bonds. In this manner, the German debt was

10 A British milliard is the equivalent of an American billion.
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reduced to 50 milliard gold marks, to be paid over thirty-six years,
according to a complex schedule that provided for deliveries of both
cash and kind. This was not the scheme that the experts had wanted.
Their idea was to set a fixed sum that would provide a baseline for
further credit operations. The Supreme Council undid the package by
reverting to the variable percentage linked to German exports that made
it difficult to judge what sums could actually be obtained. It was
expected that the Germans would accept the London Schedule; even
Keynes recommended acceptance, though he believed a further down-
ward revision would have to follow. Faced with united Anglo-French
action, an Entente ultimatum, and a Polish move into Upper Silesia and
clashes between Polish and German forces, the government of Kon-
stantin Fehrenbech in Berlin fell on 4 May. The London Schedule of
Payments was presented to Germany on 5 May. It was a minority
coalition of the SPD, Centre, and DDP parties under Joseph Wirth, a
Centre party politician, that had to deal with the London Schedule.
The historical debate over the feasibility of the London Schedule

continues unabated.11 Professors Gerald Feldman and Barry Eichen-
green, among others, have argued that reparations were a destabilizing
factor on the German economy. To have covered the annual payments
would have required massive government intervention to increase
exports and cut imports in order to produce the export surplus needed
to transform the necessary percentage of national income into foreign
currency. Only a wartime government or a dictatorship, and certainly
not the weak Weimar governments, could have taken such actions.
Even had Germany managed this trade surplus, would the Allied coun-
tries have accepted such a flood of exports, especially after the world
economic boom collapsed at the end of 1920? While not large relative
to the economies concerned, they would have affected those industries,
such as iron, steel, and textiles, already under considerable competitive
pressure. These arguments over the transfer problem were extensively

11 Cf. the arguments in G. D. Feldman, The Great Disorder; Eichengreen, Golden
Fetters; Bruce Kent, The Spoils of War: The Politics, Economics and Diplomacy of Reparations,
1918–1932 (Oxford, 1989); P. Krüger, ‘Das Reparationsproblem der Weimarer
Republik in fragwürdiger Sicht: kritsche Überlegungen zur neuesten Forschung’, Vier-
teljahrshefte für Zeitgeschicte, 29 (1981); Carl-Ludwig Holtferich, Die deutsche Inflation,
1914–1923, with those in Sally Marks, ‘The Myth of Reparations’, Central European
History, 11 (1978), and ‘Smoke and Mirrors: In Smoke-filled Rooms and the Galerie des
Glaces’, in Boemeke, Feldman, and Glaser (eds.), The Treaty of Versailles; Schuker,
American ‘Reparations’ to Germany, 1919–1933. Also see Niall Ferguson, The Pity of
War, 414, where he suggests that Germany’s debt burden, both internal and external,
in 1921 would not have been larger in terms of the ratio between national debt and gross
national product than that of Britain in 1815.
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used by critics of the ‘draconian’ reparations bill, although the issue
proved to be purely academic as no such problem arose. Other historians,
including Stephen Schuker and Sally Marks, argue that the actual, as
distinguished from the theoretical, demands made on Germany were
well within its financial capacity to pay, had the political will been
present. The demands made in 1921 were considerably less than the
total sum nominally set: 82 billion goldmarks of the total were ‘notional’,
because at that late date Germany would never surrender the coupons
and therefore the bonds were worthless. Besides, any default on the ‘A’
and ‘B’ bonds, however small, would make it impossible for the Allies
even to ask for the coupons. TheAllies had reverted to the 50 billion gold
marks sum discussed in 1919, but, for political reasons, they disguised it in
a complicated payment formula. The 50 billion sum was 10 billion gold
marks less than Keynes had thought payable at the time of the peace
conference. Between 1920 and 1923 German payments to the Allies
amounted to between 8 billion and 13 billion goldmarks, some 4 to 7 per
cent of the total national income. In the hardest year, 1921, the figure
rose to some 8.3 per cent, a considerable but not impossible burden and
far less than claimed by Chancellor Wirth at the time.
Though the issue was and continues to be obscured by the ‘smoke

and mirrors’ it generates, it does appear that Germany could have paid
the actual sum demanded in 1921.12 The question, as most commenta-
tors agree, was a political and not a financial one. If the German
government had met its treaty obligation to tax as heavily as the victor
powers, it would have had sufficient funds to pay her reparation bill and
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Reparations as a percentage of Reich expenditure, 1920−1932

Fig. 1. German Reparations, 1920–1932
Source: N. Ferguson, Paper and lron: Hamburg Business and German Politics in the Era of Inflation 1897–
1927 (Cambridge, 1995), 279.

12 Sally Marks, ‘Smoke and Mirrors’, 370–7.
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been able to secure foreign loans. There would have been no need for an
immediate trade or balance-of-payments surplus if a foreign loan had
been forthcoming (as happened in 1924), though at some future stage
domestic restraint would have been necessary to service the debt with-
out inflation. Even without international loans, the inflow of foreign
capital from 1919 until the summer of 1922 covered all the reparations
paid by the Germans. Keynes summed up the situation when, in August
1922, he assured his Hamburg audience that the French were only
bluffing and that inflation had many advantages. ‘The burden of internal
debt is wiped off. The whole of Germany’s payments to the Allies so
far . . . have been entirely discharged by the losses of foreign speculators’,
he said. ‘I do not believe that Germany has paid a penny for these items
out of her own resources . . . ’13 In the final reparation balance sheet, the
money lent or invested in Germany exceeded its total reparation pay-
ments. Between 1919 and 1932 it is estimated that Germany paid 19.1
billion gold marks in reparations; during the same period she received 27
billion gold marks in net capital inflows, mostly from private investors,
mainly American, who subsequently lost considerable sums following
the German defaults in 1923 and 1932.14

The London Schedule was not a good bargain for France. The
French would receive, at best, 52 per cent of 50 billion gold marks, a
sum far short of Briand’s estimate of France’s civilian claims. France
again tried to argue for a priority for the devastated areas, but had no
legal basis for her claim beyond the priority already given to Belgium in
the Treaty of Versailles. The coating on the French pill was thin. It was
agreed to issue a six-day ultimatum along with the London Schedule.
Briand would be allowed to mobilize the French class of 1919 (the
mobilization was a disaster, intensifying French insecurity) in order to
satisfy his right-wing supporters in the Chamber. Why did Briand
accept such a poor bargain? He was under strong political pressure to
get something concrete from Berlin; the total overall sum was less

13 Ferguson, Pity of War, 405.
14 Ibid. 417; Stephen Schuker’s innovative study, ‘American ‘‘Reparations’’ to Ger-

many, 1919–1933’, in Gerald D. Feldman et al. (eds.), Die Nachwirkungen der Inflation auf
die deutsche Geschichte, 1924–1933 (Munich, 1985), 364, 371, gives different figures. For
November 1918 through June 1931, he estimates that German reparations amounted to
22,891 billion RM, of which 16.831 billion RM (including part of the Young loan that
went directly to its creditors) were a charge on the German balance of payments. The
gross burden on the German economy of all amounts paid came to 2.72% of national
income. Admitting that it is far more difficult to estimate the net capital flow into
Germany, Schuker argues that the German gains from the net transfer for 1919–31
were no less than 17.75 billion gold marks (2.1% of national income), and that the
Americans carried the burden of loss. For a discussion of these figures, see Eichengreen,
Golden Fetters, 129, n. 11.
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important than an immediate payment. The French financial situation
was becoming precarious. The French intended to market the German
bonds to get quick cash, leaving Germany to pay the bondholders, but
German resistance and non-payment rendered this impossible. Hopes
for a war-debt settlement with Washington or London were rapidly
fading. The latter became clear in December 1921, when a French offer
to reduce the reparations total by concentrating French claims on
physical damage, and linking the remaining German obligations to the
cost of inter-Allied war debts with the bulk of the German proceeds
going to Britain, was rejected by Lloyd George. He insisted that any
cancellation of war debts would depend on prior American action that
was not forthcoming. Finally, though the British refused to coerce the
Germans into compliance with the treaty terms, Briand had no wish to
estrange his ex-ally and no stomach for isolated action. The public
reaction to the terms, however, led Briand both to reconsider the
possibility of direct contacts between Paris and Berlin and to a public
declaration of France’s independence in the Chamber. France still
sought Allied solidarity, ‘but if the demands of this solidarity comprom-
ise the vital interests of France and of her security, then solidarity would
no longer be possible. We have the right and the duty to assure our
national existence. All our allies must understand this.’15

III

From May 1921 until the collapse of the mark in the summer of 1922,
the German governments, with widespread support, insisted that repar-
ations was priming the inflation and currency deprecation. Germany’s
financial and fiscal woes continued to be blamed on the Allied demands
rather than on the budget deficits and the depreciating currency. In the
fierce German debates that followed the receipt of the London Sched-
ule, even those recommending acceptance did so in the belief
that compliance rather than opposition would lead to revision. Erf ül-
lungspolitik, fulfilment within reason, was not designed to pay repar-
ations but intended to bring about their reduction. Acceptance of
the London terms brought no reordering of the German finances.
Wirth’s limited efforts to meet Allied demands for financial reform,
modest tax reforms, and cuts in expenditure were intended mainly
to keep the reduced payments he was able to win and to qualify for
an international loan. Admittedly, Wirth’s room for political manoeuvre

15 Briand, speech in the Chamber, 11 July 1921, quoted in Walter A. McDougall,
France’s Rhineland Diplomacy, 1914–1924: The Last Bid for a Balance of Power in Europe
(Princeton, 1978), 164.
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was limited, as he tried to get the businessmen’s and workers’ parties
to agree on a common programme. The leaders of the all-important
Hamburg group of bankers and industrialists refused to join the
cabinet, and the support of the commercial groups on whom
Wirth became increasingly dependent was uncertain and capricious.
At the same time the Germans were deliberately dumping paper
marks on the market, causing the depreciation which they blamed on
reparations.
From May until November 1921 the situation deteriorated as the

Germans lost confidence in their currency and the government proved
incapable or unwilling, or both, of putting through a successful tax
programme. In order to pay the first billion gold marks due to the Allies
in August 1921, the Wirth government resorted to all forms of financial
gymnastics that the chancellor warned could not be repeated. It was
difficult to raise money abroad given the extent of Germany’s external
indebtedness. The exchange rate plummeted during the summer
months and was never really to recover. As the politicians could not
agree on a tax programme, deficits had to be met by borrowing from
German banks and presenting Treasury bills for discount to the
Reichsbank, that is, turning bills into paper money. Efforts to limit the
inflation were totally inadequate; the government was unwilling to risk
introducing deflationary measures, particularly in the highly unpopular
context of making payments to foreigners. Germany’s industrial leader-
ship, benefiting from the inflationary boom, was prepared to keep it
going as long as possible and did little or nothing to assist the govern-
ment’s efforts at ‘fulfilment’. The chancellor and other political leaders
rejected the Allied view that Germany had only to stop printing notes,
tax, and balance her budget to bring inflation under control. They also
insisted upon the impossibility of complying with the Reparation
Commission’s demand for a cut in German domestic purchasing
power and the acceptance of a lower standard of living (comparable to
that of Britain and France) and level of consumption. Supporters and
opponents of fulfilment, particularly the latter, were willing to take
massive risks in order to prove that the Allied claims could not be met.
A new German initiative in the summer reopened the old possibility

of a direct Franco-German settlement. Meeting in Wiesbaden on 12
June 1921, Walther Rathenau, newly named as Wirth’s minister of
reconstruction, and Louis Loucheur, France’s minister for the liberated
regions, concluded a ‘businessman’s bargain’ by which the Germans
would pay part of their reparation debt through deliveries in kind.
The accord, actually not signed until 7 October, went far beyond the
original German offer of men and equipment for the reconstruction of
the devastated territories. In Loucheur’s hands it became a complex
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arrangement involving the shipment of up to 7 billion gold marks-
worth of German goods to French businessmen by May 1926 in lieu
of cash payments. A formula highly favourable to France was devised on
the value of German exports to be credited to its reparation account and
the prices German exports were to be sold at in France. Agreements
would be made between the industrialists of both countries and deliv-
eries would be restricted to the devastated areas. France would clearly
benefit from an independent reparation settlement with Germany.
Briand’s support for the scheme was part of his effort to strike an
independent path on the reparation front that would weaken depend-
ence on Britain. In the background were Jacques Seydoux’s earlier
hopes for a Franco-German partnership that would become the driving
force for the reconstruction of Europe. The financial experts warned
Briand about the difficulties of extracting cash payments from Germany
given the falling value of the mark. The marked preference of the
Finance Ministry for reparations in kind was not shared by all French
industrialists, many of whom considered the Wiesbaden accords more
favourable to the government than to themselves. Some stressed the
devastating impact of German imports and labour on French manufac-
turers and workers, even if restricted to the devastated areas. On the
German side, Rathenau viewed the arrangement as a starting point for a
rapprochement that could lead to the revision of the London Schedule.
A flood of German exports into France would alert the Allies to the
dangers and ultimate absurdity of reparation payments. Having earlier
consulted various German industrialists about the proposals, Rathenau
was shocked to find that the highly influential Stinnes thought the
agreement ‘extremely bad’, and that his industrial supporters were
prepared to sabotage Rathenau’s efforts. Opposition in both countries,
as well as British and Belgian protests, rendered the scheme a dead letter.

IV

By mid-August 1921, when Briand played host to the Supreme Coun-
cil, no reparation money had reached France and fears began to mount
of a German default. Anglo-French differences again resurfaced; the
Briand government agreed to lift some of the March sanctions but was
insistent on maintaining the occupation of the three towns, so disliked
by Lloyd George, who, however, insisted that the export levy should be
kept. There were clashes over German disarmament, which the French
took more seriously than the British, over the Polish–German dispute in
Upper Silesia, and—of great importance for the British—clashes in the
Middle East, where the defeat of Mustapha Kemal had become a major
strategic question. While the British and French both believed that the
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Germans were purposely promoting inflation and courting bankruptcy
in order to avoid paying reparations, there was no Allied agreement on
how they could be compelled to introduce the necessary reforms.
In the late summer and autumn of 1921 the condition of the mark

worsened. The German business community deserted their own cur-
rency. The government was under enormous pressure, from the Allies
but also from the left-wing parties and, most importantly, from the
influential Hamburg merchants and bankers, to reassert its controls
over exports, imports, and foreign exchange. Nonetheless, reparations
remained the universal scapegoat, and few actually believed that any
reform measures would alter the domestic situation unless Germany
won a moratorium on its immediate payments. Hopes as well as fears
about tax reforms encouraged some groups on the right to take a more
conciliatory line with the Wirth government. The Federation of
German Industry (RdI) considered an overseas reparation loan to
cover the London Schedule instalments due in January and February
1922. However, the opposition of key industrialists, including Stinnes
and the heavy industrialist Alfred Hugenberg, who hated the Weimar
republic and wanted to undermine Wirth’s policies, stalled the credit
action. The enlargement of the cabinet in late September to include
Gustav Stresemann’s DVP, with its important industrial wing, still failed
to give the chancellor the greater politicalmanoeuvrability that he sought.
The relatively unfavourable League decision on Upper Silesia of 12

October, giving Germany over half the territory but dividing the
industrial area and leaving the principal industrial plants, much of the
mineral wealth, and some 350,000 Germans in Polish hands, was a
major defeat for Wirth. It came as a blow to German amour propre
(though the German industrialists had taken steps to safeguard their
positions), and an illustration of the hollowness of the claim that fulfil-
ment would help to preserve the territorial integrity of the Reich. The
pressure on the chancellor intensified and he resigned office on 22
October. As no one was willing to replace him, Wirth reconstituted
his cabinet, recruiting individual members of the former coalition
parties rather than the parties themselves, each of which had its own
demands. The DDP insisted that Rathenau, already weakened by the
attacks on his Wiesbaden policy and the Upper Silesia debacle, be
dropped from the cabinet. The DVP had second thoughts about enter-
ing the ‘cabinet of personalities’. The RdI leadership, sharply divided
over any credit offer, demanded rigorous economies and the denation-
alization of the railways (Stinnes had his eye on private purchases), a
political non-starter, as the price of its collaboration. The retreat of the
RdI in November and the negative attitude of the right-wing parties in
the Reichstag ended the hopes of rescue from the German industrial and
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commercial sectors. Wirth’s attempts at stabilization through indirect
tax increases and cuts in subsidies brought higher consumer prices and
labour demands for higher wages. While the trade unionists would
accept the end of food subsidies and some new arrangements for the
nationalized railways, they feared that foreign demands for financial
controls would lead to unemployment and demanded that the industri-
alists provide a safety net. The direct confrontation between labour and
industry, each willing to pay reparations if someone else carried the bill,
further weakened the government. The tax reforms were a case of too
little and too late, as inflation destroyed its benefits before they were put
into operation.
As the mark fell, German big business put funds abroad in steady

currencies to escape the effects of inflation. While the continuing
deterioration of the mark undermined Germany’s credit position
abroad, Wirth insisted that only a moratorium could save the situation.
The German finance minister announced on 4 November a budgetary
deficit of 110 billion paper marks, of which 60 billion were attributed to
treaty claims. The value of paper marks dropped sharply. The British
representative on the Reparations Commission, the sympathetic Sir
John Bradbury, warned Berlin that even if Germany was freed from its
subsequent 1922 payments, it would still have to meet its interim
obligations before a moratorium would be given. When the Commis-
sion visited Berlin in mid-November the Germans spoke of industry
raising 500 million gold marks abroad, but the RdI, which had already
rebuffed the government in early November, knew that the possibility
of such a credit action was fading. The commissioners were not de-
ceived. ‘I do not want to have to grant a moratorium without making
the industrials bleed’, Bradbury wrote to Basil Blackett at the Treasury.16

Rebuffed at home, the Germans turned to London. The British had
objected to the Wiesbaden accords which, like earlier payments in kind,
would have given the French a reparations priority. Nor were the
Belgians or Italians enthusiastic about the possibility of a new contin-
ental economic bloc. Even before the Wiesbaden accords were signed,
Rathenau proposed linking expanded exports to Russia with the pay-
ment of reparations to Britain. In November a stream of German visitors
came to London. The head of the Reichsbank came to appeal for
credits, and though the Francophobe Montagu Norman, the long-
serving, secretive, and manipulative governor of the Bank of England
(1920–44), turned him down, he suggested that the British would be
sympathetic both to a moratorium and to revision of the London

16 Quoted in Charles S. Maier, Recasting Bourgeois Europe: Stabilization in France,
Germany, and Italy in the Decade after World War I (Princeton, 1975), 266–7.
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Schedule. Lloyd George showed no interest in Stinnes’s railway
schemes, but his Russian ideas resonated with the prime minister’s
own plans. Rathenau, now an unofficial courier after the reconstruction
of the Wirth cabinet, also arrived in London, determined to attack the
widespread view that Germany was courting bankruptcy through infla-
tion, and seeking the much-needed British assistance. Rathenau
returned empty-handed. The French, of course, were extremely upset
at these signs of Anglo-German collaboration behind their backs. In the
midst of the swirling mass of conflicting ideas and prescriptions, Lloyd
George turned to a new possibility that would diminish the importance
of reparations by enlarging the European market through the inclusion
of Russia.

V

The British prime minister was in an exposed political position. The
deflationary policies supported by the Treasury and Bank of England
had worked, but at high cost. Inflation was halted and wholesale prices
rapidly declined, yet the pound was still well below its pre-war dollar
value. The British would have to bear the full domestic costs of the
return to the gold standard that was generally assumed to be the
necessary prelude to prosperity. By the end of 1921 unemployment
stood at 2 million, 16 per cent of the registered workforce. Few
attributed these difficulties to the government’s deflationary policies.
The visible shrinkage of the export industries was blamed on the
unsettled condition of Europe. Government spending was further cur-
tailed during 1922, but though budgetary surpluses were maintained,
there was no upswing in the economy. The political pressure for a
workable reparation scheme increased, as did criticism of French ob-
structionism, even among traditional Francophiles in the Conservative
party. The chancellor of the Exchequer warned that Germany’s financial
collapse in the absence of a moratorium would menace the stability of
Europe and endanger the London banks, who had £5–6 million out-
standing in credits to German importers. Lloyd George faced other
difficulties as well. Since the peace conference he had depended on his
diplomatic achievements to maintain his hold over the Coalition gov-
ernment. Instead, Britain faced difficulties in Egypt, India, Iraq, and
Palestine and the ever-present possibility of a major eruption in Ireland,
the latter absorbing much of the prime minister’s time until the con-
clusion of the Anglo-Irish Treaty in November 1921. Success at the
Washington naval conference at the end of the year was highly wel-
come, but Arthur Balfour, the main British negotiator, not Lloyd
George, who stayed in London rather than risk failure, reaped the
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major share of the praise. The news from the Near East was particularly
discouraging, since Lloyd George refused to abandon the Greeks, and
Kemal’s victories, assisted by the defection of the French and Italians to
the Nationalist side, made it imperative that the prime minister should
refurbish his reputation in Europe.
For a way out of his difficulties, Lloyd George intended to call a

world economic conference, which he would dominate, centring
around the idea of an international consortium for the economic re-
construction of Russia. His ambitious plans for the reintegration of the
Soviet Union into the European economy were as imaginative as they
proved fruitless. Prompted by Lenin’s efforts to secure foreign relief aid,
investment, and trade, Lloyd George hoped that the Bolsheviks might
prove amenable to western conditions for recognition and investment.
In view of the American relief efforts in Russia, so effectively organized
by Hebert Hoover, and the possibility that the Harding government
would consider a more positive economic role in Europe, Lloyd George
thought that the Americans might participate in his conference. The
Foreign Office was generally sceptical of the whole idea, but the cabinet
proved somewhat more sympathetic. Though, most unusually, Lloyd
George was forced to accept limits on his powers to negotiate, he won
cabinet and parliamentary backing for his adventure. Curzon was inter-
ested in the Middle East; Lloyd George in ‘his’ economic conference.
Curzon thought Lloyd George an amateur dabbling in foreign affairs;
the prime minister dismissed Curzon as a snob, and had no intention of
letting the Foreign Office mess up his plans.
Relations with Paris continued to prove difficult. On 14 December

Wirth informed the Reparation Commission that Germany could not
pay the reparation instalments due in January and February 1922. The
German announcement undercut Briand’s position. Despite some pres-
sure for coercive measures, there had been considerable backing for his
cautious policies. The French premier won an important vote of confi-
dence just before he left for the Washington naval conference in No-
vember 1921. There followed a series of disagreements with London.On
21 October the French representative, Franklin-Bouillon, signed an
agreement with the Kemalist Turks signalling the end of Anglo-French
co-operation in the Near East. At the Washington conference Briand
found himself isolated and under pressure from both the British and
Americans. His efforts to pave the way for a sympathetic consideration
of France’s financial difficulties was ruined by a press campaign portray-
ing France as the chief militarist power in Europe. Hopes that the British
might break the reparations deadlock by a unilateral renunciation of war
debts was blocked by LloydGeorge, whowas unprepared for any change
in policy without an equivalent American action.
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The clashes between London and Paris, naturally welcomed in Ber-
lin, were aggravated by the personal antipathies that raised the diplo-
matic fever chart every time Lloyd George and Briand met. Relations
were not improved by Curzon’s known dislike and distrust of Briand
and his knowledge, through decrypts of the French diplomatic traffic
(the French codes were read until 1934), that his feelings were recipro-
cated. It is, nonetheless, hard to believe, despite official utterances about
French bomber capacity and the dire consequences of a French occu-
pation of the Ruhr, that the British really feared French hegemonic
designs. Fundamentally neither Lloyd George nor Lord Curzon could
contemplate the disruption of the Entente, but each was determined to
extract a high price for co-operation. The British hoped to use France’s
fear of Germany to secure major imperial concessions in return for (but
also as preconditions for) a reparations settlement. In refusing both
security and reparation guarantees, the British denied the French the
quid for which they were being asked to provide the quo.
For the French, the reparations and security questions were always

linked. Early in December 1921 the snobbish and already distrusted
French ambassador, Count Beaupoil de St-Aulaire, supposedly on his
own initiative, raised the possibility of a broad Anglo-French pact with
Lord Curzon. It was an idea repeatedly canvassed at the Foreign Office
but never welcomed by the cabinet. For France, any such guarantee had
to include some recognition of the special situation in the Rhineland.
Meeting in London on 20 December to consider the German request
for a moratorium, Briand approached Lloyd George with the possibility
of a broad defensive alliance. Lloyd George spoke only of a simple
guarantee of France’s eastern frontiers against German invasion, but no
support should France assist her ‘unstable and excitable’ eastern allies.
The possibility of a pact was not dismissed; Lloyd George wanted
support for his schemes for European reconstruction and rapproche-
ment with the Soviet Union. The British waited to see what Briand
would offer. At the London meeting with Briand, abbreviated because
the French premier hurriedly returned to Paris, without his bags or
valet, to face a hostile parliamentary interpellation, the two leaders agreed
that loans to Germany were the only means of achieving rapid German
stabilization, but could not agree on a specific scheme. The French
thought that German unwillingness to pay, not incapacity, was the
problem, but Lloyd George refused to consider any action that would
weaken the German government and alienate the Americans. There
were autumn meetings between British and French financial experts,
attended by Rathenau, to discuss reparations and an international
syndicate to rebuild Russia. British, French, and German industrialists
considered a division of the Russian markets. Briand was not
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fundamentally interested in Lloyd George’s economic conference
scheme, and warned the prime minister that he would want tight
assurances on Soviet debt payments before agreeing to negotiations
which would be very unpopular at home. Nonetheless, conciliatory
by nature and anxious to move in step with the British, he was prepared
to go along with Lloyd George’s grand design.
The Cannes meeting of the Supreme Council on 4–10 January 1922

started well. Lloyd George’s opening speech won general endorsement,
and his proposals (the ‘Cannes resolutions’) establishing the basis for
economic and political relations with the Soviet Union were accepted
with only a few minor amendments. It was agreed to separate the
reparation deliberations from the issue of European reconstruction;
the former was put in the hands of a special committee of experts.
Securing support from the Italians by picking Genoa as the location
for his international conference, Lloyd George pushed through his
programme. The Cannes resolutions contained deliberate ambiguities
and contradictions, as the prime minister tried both to protect the
capitalist powers and foreign investors from Bolshevik practices and
assure the Soviets that they could maintain their own system of owner-
ship, internal economy, and government. Contrary to Briand’s wishes,
Moscow was never asked for and never volunteered an explicit accept-
ance of the resolutions. Lloyd George overrode the French premier’s
objections about inviting Rathenau, soon to become Wirth’s foreign
minister, to appear before the Supreme Council at Cannes. Despite
hesitant agreement on some points, an impasse was reached over the
Anglo-French security alliance. The British premier proposed a ten-
year non-reciprocal defensive pact in case of unprovoked German
aggression against the soil of France. There was no military convention;
the draft promised only consultation if the Rhineland militarization ban
was violated. Briand rejected the offer and demanded a much broader
treaty, including the defence of the status quo on Germany’s eastern
frontiers. The British cabinet found the French proposal unacceptable
and preferred to retain its free hand regarding Germany, considered ‘the
most important country in Europe’ for trading purposes. Lloyd George
offered too little to Briand. He openly bullied the French premier, who
knew that his minority centre-left government was weak and losing
parliamentary support. A press photograph of Briand being given a golf
lesson by Lloyd George, who was shown leaning over the French
premier, was seized upon as symbolic of the relationship between the
two men. Parliamentary resolutions and telegrams leaked to the press
from President Millerand (well informed of the British position through
reading the prime minister’s communications to London) forced Briand
to beat a hasty retreat from Cannes on the very day that Rathenau
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arrived. On 12 January Briand resigned as premier, bringing the Cannes
conference to an end. He kept his political independence from the
Anglophobe right by refusing to compromise the policy of the Entente,
but knew that he lacked anything like a stable majority.
Briand’s successor was the former wartime president Raymond Poin-

caré, who would rely on a centre-right following. A lawyer from
Lorraine, he was famed for demanding clarity and precision in any
contract to which he was a party. Cold, unemotional, and honest
beyond reproach, yet sometimes indecisive and even timid, it is hard
to imagine a politician more different from Lloyd George. Not unex-
pectedly, personal relations between the two men were even worse than
between Lloyd George and Briand. The French master of deductive
logic was far more flexible than his critics assumed. He knew that the
strict enforcement of the peace treaties was impossible and that little
would be achieved by insisting on the letter of the law.Without Briand’s
oratorical powers or breadth of vision, Poincaré shared the same realistic
appraisal of the limits of French power. Informed observers correctly
predicted that Poincaré would continue Briand’s cautious policies and
try to keep the lines to London open. There was more continuity than
change in French policy, with Poincaré remaining as premier until the
parliamentary elections in June 1924.
Poincaré was not a great believer in summit diplomacy, nor did he

like the idea of the Genoa conference. When Lloyd George stopped in
Paris on 14 January 1922 on his way home from Cannes, the premier-
designate made clear his doubts. He also told Lloyd George that any
security pact would have to involve reciprocal guarantees and a military
convention. In response, Lloyd George pointed to all the other ques-
tions left unsettled at Cannes—Turkey, reparations, Tangiers—while
refusing any joint planning or specific military agreement. The real
importance of any pact, he claimed, was the moral value of Britain’s
general commitment to aid France. ‘If the word of the British people
was not sufficient for France,’ Lloyd George insisted, ‘he feared the draft
treaty must be withdrawn. The British people would honour their
pledge, if France were attacked, with the whole of their strength, but
they would never bind themselves by military conventions as to the
forces which they would maintain in present conditions during a time of
peace.’17 At this Poincaré retreated slightly, and Lloyd George agreed to
wait for a further French proposal. In the draft treaty sent to London,
Poincaré dropped the military convention but called for a reciprocal
guarantee in case of unprovoked aggression, which would include any

17 Lloyd George, meeting with Poincaré in Paris, 14 Jan. 1922, quoted in Anne Orde,
Great Britain and International Security, 1920–1926 (London, 1978), 24.
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violation of the demilitarized Rhineland. Lord Curzon was cool; he
wanted France to settle all outstanding questions before proceeding to
any treaty. He insisted that the cabinet would never accept an obligation
to defend the Rhineland against German reoccupation or for the de-
fence of the status quo in eastern Europe, for this would tip the
European balance too far in the French direction. When the British
decided to suspend the negotiations, Poincaré warned that France
would attend Genoa only if there was no discussion of either disarma-
ment or reparations, as agreed at Cannes. At a glacial meeting in
Boulogne on 25 February, Lloyd George agreed to accept some of the
French conditions and promised to reconsider the security pact yet
again. He was determined to go ahead, despite Poincaré’s disdain
for the prime minister’s European reconstruction plans. Lloyd George
had already suffered a domestic political setback; he badly needed a
success in Genoa that would allow him to play the part of European
peacemaker.
Delegates from thirty-four nations assembled at Genoa; the confer-

ence lasted from 10 April to 19 May 1922. Lloyd George aimed at a
fundamental reshaping of the European order. He hoped to bring
Russia back into Europe, using Germany as an accomplice. He sought
treaty revision in favour of the defeated powers, Germany, Austria, and
Hungary. All the powers of Europe, and not just the victors, would join
in a toothless ten-year pact renouncing aggression and agree to collab-
orate on peaceful means to prevent it. He wanted American underwrit-
ing and participation in the restoration of Europe’s financial and
economic stability. Lloyd George’s brainchild was to bypass the Ver-
sailles settlement which, due to Britain and Germany, had become
almost impossible to enforce. Whether a ‘quixotic diversion’ or an
‘imaginative gesture’, Genoa proved to be a total failure. No proper
preparations were made and no pre-conference consensus established.
The agenda was overcrowded with issues and participants. There was
too much publicity, as press photographers and journalists crowded the
Italian city, and too much secret diplomacy, the inevitable result of
conference conditions. The Soviets would not accept what offers
Lloyd George could make. The cabinet had insisted that the prime
minister was not to act without Britain’s allies; he was prohibited from
offering direct assistance or de jure recognition. Nor would the French,
with their very different diplomatic agenda and over 1 million tsarist
bondholders, swallow their objections to a deal that did not provide
debt repayment to France (except as part of a comprehensive general
settlement) and its bondholders. Lenin would not accept one-sided
bargains. There could be no debt repayment or restoration of property
without the promise of substantial loans and full recognition. Since 1919
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Lloyd George had accepted the necessity of dealing with the Bolsheviks;
this first ‘detente’ brought few rewards.
Lloyd George’s hopes to secure a moratorium on German reparations

and prepare the way for Germany’s reintegration into a European
system on a basis of equality were torpedoed by France and Germany.
The former had insisted that neither reparations nor disarmament should
be discussed at Genoa. Backed by Edvard Beneš and his ‘Little Entente’
partners, Romania and Yugoslavia—an unusual example of Little
Entente unanimity—the French vetoed the draft plan for a non-
aggression pact, framed in imitation of the 1921 Four Power Pacific
agreement. The eloquent ‘moral statement’ (‘pure verbiage’, according
to Eyre Crowe, the sceptical Foreign Office permanent under-secre-
tary) would have weakened, as was Lloyd George’s intention, hopes of
British participation in the League’s system of collective security. Na-
tions would be under no obligation to take up arms to assist allies, fulfil
League obligations, or enforce existing treaties. It was adopted in a very
truncated form.
The Germans had already angered the French by rejecting the con-

ditions set down by the Reparation Commission for a moratorium
before the Genoa conference assembled. News of the Rapallo agree-
ment infuriated Poincaré, who had stayed in Paris, unwilling to con-
front Lloyd George directly. Louis Barthou, the deputy premier who
headed the French delegation, was instructed to pull out of the confer-
ence if Russia and Germany did not immediately renounce the treaty.
Because Lloyd George wanted the talks with the Russians to continue,
he swallowed his own dismay and sought to contain the diplomatic
damage. Assisted by the Italian foreign minister, Carlo Schanzer, he tried
to moderate the anger of the French, Belgian, and Japanese delegates
and managed to secure their agreement to a reworked note of censure
sent to the Germans. He owed much to Barthou, who ignored Poin-
caré’s instructions and accepted the differential treatment given to
Germany and Russia and refused to bring up the German violations of
the Versailles arms provisions. Poincaré tightened his control over the
French negotiators and upbraided his deputy for being too conciliatory,
but did not oppose Barthou’s conciliatory tactics. With his eye firmly on
the looming battle over reparations, Poincaré was unwilling to torpedo
the conference altogether. Mainly due to Lloyd George’s ‘diplomatic
acrobatics’, the Germans grudgingly accepted the letter of censure and
the ban on participation in the Allied-Soviet talks. Rapallo did not lead
to a German or French walkout or to the disruption of the negotiations
with Chicherin.
The Americans had refused to come to Genoa. The usually feuding

departments in Washington (State, Treasury, and Commerce) agreed
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that the conference was premature, and little more than a British
political move designed to deal with their own problems rather than
to address the fundamental prerequisites for European reconstruction.
The highly influential secretary of commerce, Herbert Hoover, insisted
that the Europeans would have to put their own financial houses in
order before anything further could be done. The Americans did not
regret their absence; their unofficial observer at Genoa reported on the
confusions and divisions among the allies, and warned against being
‘dragged in as an easily hoodwinked creditor who innocently goes afield
to meetings of his debtors’.18 Without American participation, the
recommendations of the experts on the financial and economic com-
missions at Genoa were of little substantive value. The Americans took a
more active interest in the forthcoming meeting of an international
bankers committee in Paris in May, created by the Reparation Com-
mission to consider an international loan for Germany. Anxious to avoid
any appearance of official involvement, Secretary of State Hughes
vetoed the appointment of Benjamin Strong, the governor of the
FRBNY, in favour of J. P. Morgan, who would go to Paris as a
private banker. This businessmen’s approach to the reparations problem
suited the Americans; it would neither involve the government nor link
reparations with war debts and jeopardize war-debt payments.
The Genoa conference broke up in some acrimony. Nothing was

accomplished and considerable damage had been inflicted on Anglo-
French relations. Lloyd George had overreached himself. His grand
design was far too ambitious and ended in failure. The Welsh Wizard’s
bag of tricks was almost empty.

VI

On 24 April Poincaré delivered a blustering speech at Bar-le-Duc, his
birthplace, located close to Verdun, the very symbol of French sacrifices
in the recent war. It was intended to return the British to fundamentals,
above all to the possibility of a German default on the reparation
payment due on 31 May and the prospect of a French punitive response.
Germany’s relations with the Reparations Commission had become
increasingly difficult since January, when in response to German re-
quests for a moratorium the Commission had agreed to a schedule of
reduced payments but demanded certain fiscal and budgetary reforms in
return. While the inflationary boom continued, the Wirth government

18 Stephen A. Schuker, ‘American Policy Towards Debts and Reconstruction at
Genoa, 1922’, in Carol Fink, Axel Frohn, and Jürgen Heideking (eds.), Genoa, Rapallo
and European Reconstruction in 1922 (Cambridge, 1991), 116.
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was not prepared to take the risks of a policy of deflation which such
demands as a limitation on note issues, tax increases, voluntary and
involuntary loans, and the abolition of subsidies implied. As Rathenau
revealed in remarks to the cabinet in March, the policy of fulfilment was
‘no end in itself ’; the problem of the government was to see how far it
could go towards revision without unduly provoking the Allies—to see
‘how far the ice is capable of bearing the load’.19 The conflict came to
crisis point on 21 March, when the Commission set as one of its
conditions for a further reduced schedule of payments that 60 billion
paper marks in additional taxes be voted by 31 May and that the
Germans accept the supervision of the Committee of Guarantees to
monitor their financial and budgetary reforms. The Germans were
furious. Wirth defended the fulfilment policy, but he, Rathenau, and
even Stresemann, who had his eye on forming his own cabinet, de-
nounced the Allied demands. Stresemann blamed reparations for ruin-
ing the currency and the morale and lives of the middle class. Rightly
believing that Lloyd George would not permit the reparation question
to cloud the meeting at Genoa, the Germans rejected the Reparation
Commission’s demands on 7 April.
While Wirth and Rathenau were prepared to take their chances at

Genoa, the German finance minister, Andreas Hermes, who had op-
posed the Rapallo policy from the start and was fixated on the 31 May
ultimatum, went off to Paris for talks with the Reparations Commission
and reached an agreement. The 31 May ultimatum remained but
Germany effectively received a partial moratorium on condition of
debt restriction and new taxes. German acceptance was made contin-
gent on the approval of a loan. The Germans also accepted the super-
visory authority of the Committee of Guarantees, after being given
assurances that there would be no breach of German sovereignty. The
bargain was accepted by the Germans mainly to avoid the 31 May
deadline, but also because of news that Bradbury would resign and
leave the Germans to the tender mercies of the French unless the
‘Bradbury plan’ was accepted. On 9 June the Bankers’ Committee,
consisting of Belgian, British, French, German, Italian, and Dutch
representatives as well as the American bankers led by Morgan, reported
that it was not possible to grant a loan to the Germans under present
conditions. The Germans, though denied their loan request, were
actually relieved. It was now up to the French, whose representative
did not sign the report, to agree to revision before any loan would be
given and reparations paid. The committee’s decision that there could
be no loan while the London schedule remained unchanged was a real

19 Quoted in Trachtenberg, Reparation in World Politics, 214.
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blow to Paris. The committee insisted that Germany put its finances on
a stable basis. The little that the Wirth government accomplished in the
way of reform was soon threatened by a new wave of depreciation set
off by the Bankers’ Committee report.
While the German leaders considered they had won a ‘victory’ and

that their tough stand on reparations would bear fruit, ordinary Germans
lost confidence in the mark. As the value of the mark fell, prices and
wages spiralled upwards. The economic crisis deepened; the govern-
ment marked time and waited for the forthcoming visit of the Com-
mittee of Guarantees in December. A Jewish outsider (only one of two
Jews who held ministerial office in the Weimar republic) under assault
from the anti-Semitic German right wing, the highly strung Rathenau
was badly shaken by the demoralization caused by the inflation and by
the many threats that he received. On 24 June 1922 he was murdered by
two right-wing thugs. The killing created great indignation in Germany
and provoked a strong reaction against the political right. A law was
introduced imposing severe penalties for conspiracy to murder and
providing a means for prohibiting extreme parties, but its effect was
weakened by the predilection of judges to enforce it more strictly
against the communists than against the right. The assassination resulted
in a sharp fall in the value of the mark; inflation turned into hyperinfla-
tion, with disastrous effects on the economy and on the lives of many
individuals. Confusion and fear undermined traditional values; profit-
eering became common among people who traditionally prided them-
selves on their rectitude. Poverty-induced crime created its own
excuses. Wirth’s efforts to stem the tide through domestic action were
blocked by the newly independent Reichsbank and by the obstruction
of the industrial and commercial communities. On 4 July the Reichstag
ratified the Treaty of Rapallo. The mark continued its downward
plunge. On 12 July Wirth asked for a complete moratorium on cash
reparations until 1925.
The German national income remained high throughout 1922 even

as the mark lost value. Despite the financial chaos, Germany was still
enjoying boom conditions, with home demand buoyant and high
employment. The major economic interest groups were unwilling to
accept the deflationary consequences of stabilization, particularly when
their sacrifices would enrich ex-enemies. It proved impossible to raise a
hard-currency loan or to impose a tax on capital. Wirth’s renewed
efforts to enlarge his political support were doomed to failure; the
DVP insisted on the end of the eight-hour day as the price of co-
operation, a demand which was anathema to the Social Democrats.
The most influential economic groups in Germany believed that
the domestic stalemate would convince the Allies to accept both a
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moratorium and the reduction of the reparation bill. The accelerating
depreciation and the warnings from the Reparation Commissioners
finally forced the Germans to address their domestic situation. During
the autumn of 1922 a fierce and complex debate over the question of
currency reform took centre stage, but no real effort was made to deal
with the financial crisis. It was only on 14 November, after calling in
foreign experts for advice, that in a reparation note to the Allies the
Wirth government conceded that a temporary action supporting the
mark was possible and finally provided the concrete proposals for reform
demanded by the Reparation Commission. On the same day Wirth’s
attempt to establish the Great Coalition collapsed when the SPD refused
to remain in a government that included the DVP. The former civil
servant and head of the Hamburg–America line, Dr Wilhelm Cuno,
took over when Wirth resigned. Hardly a high-flier, his cabinet of
‘experts’ proved as incapable of dealing with the country’s problems as
its predecessor.
The French attitude stiffened. French obduracy was linked with the

American demands for debt payment and the continuing signs of
German intransigence. Poincaré was blamed by the left for his failure
to achieve an understanding with London, and by the right for his
timidity towards Britain and Germany. The parties of the moderate
left began to desert the government and Poincaré was caught by his
dependency on a right-nationalist majority. The failure of the Bankers’
Committee to back a loan ended hopes for rapid reparation payments.
Attacked by speculators, the franc began to weaken. Poincaré tried, as
Briand had before him, for a reparations-in-kind solution. Proposals for
an industrial entente lacked the backing of the Ruhr industrialists, who
refused to bargain until the French evacuated the Saar. There was one
breakthrough at the private level. The Gillet–Ruppel accord, signed on
6 June, provided considerable freedom for contracts between individ-
uals in the devastated territories and German suppliers. Stinnes, a man of
extraordinary daring, seized the opportunity to conclude a bargain with
Guy de Lubersac, a French industrialist, for deliveries of wood and other
construction materials to the devastated territories, to be credited to
reparations at a price not exceeding the domestic price in France. The
French agreed to have part of their reparation coal distributed to the
German firms involved. The firms of both men would act as intermedi-
aries in the distribution of orders and contracts and receive a commission
for their efforts. Stinnes’s activities raised a storm of criticism in Ger-
many, where he was accused of making profits out of his country’s
miseries, but he was in such a strong position that that he could make his
own terms. Stinnes’s influence both on the international and domestic
stages undercut Wirth’s authority and helped to ruin his effort to create a
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‘Great Coalition’ that would include Stresemann’s DVP and the Social
Democrats. De Lubersac, with less influence in France, was permitted to
go ahead, but the distribution of reparation coal was made dependent on
Germany fulfilling the entire programme of the Reparations Commis-
sion and satisfying French demands.
Poincaré continued to drag his feet during the autumn. There was

increasing concern about the state of the French finances, for though
France practised strict monetary deflation, the large budgetary deficits
were being covered by borrowing, mainly through the sale of short- and
long-terms bonds to the French public. In 1922, as doubts grew about
the German payments intended to cover reconstruction costs, both
French and foreign holders of francs began to take alarm. In May the
franc began a very slow depreciation. At the same time the upturn of the
economy made it difficult for the Treasury to raise funds. When interest
rates on long-term bonds to finance reconstruction in the devastated
areas were raised to attract buyers, French investors sold off some short-
term bonds to take advantage of the offer. For the first time the Treasury
failed to raise the money it needed. Alarm bells began to ring. Ministers
began to ask how long French investors would continue to take up the
bonds used to finance reconstruction, bonds which were already im-
posing an ‘intolerable burden’ on the state. The Ministry of Finance
warned of the necessity of achieving real financial gains instead of
perpetuating illusions. Far-sighted officials at the ministry, discounting
the possibility of a foreseeable reparation settlement, wanted a radical
reduction in government expenditure and a positive move towards a
balanced budget. In the prevailing political mood, cuts in expenditure
were impossible. They would, in any case, signal the failure of the
government’s German policy. The more Poincaré needed a reparation
settlement, the less likely it appeared. American bankers would not
consider an international loan for Germany unless France first agreed
to a downward revision of reparations. Poincaré would not act unless
the Americans and British annulled or reduced the French war debt
(though this would hardly cover French financial needs), or until he had
concrete (‘productive’) guarantees of future German payment.
There was no help from London in the summer of 1922. The

dispatch of the ‘Balfour note’ on 1 August was seen as a slap in the
face to France. Faced with stalemate on every side, Poincaré grew
increasingly angry. Believing that the Germans were deliberately court-
ing financial disaster in order to avoid paying reparations, he argued that
only direct intervention would force them to mobilize the country’s
wealth. When the Germans asked for a new moratorium on 12 July,
Poincaré demanded ‘physical pledges’ (gages) in return. He explained in
August that these should include the Allied exploitation of state mines
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and forests, collection of German customs duties, the transfer of a
majority of the shares of the chemical and dye companies on the left
bank of the Rhine to the Allies, and the re-establishment of the customs
line east of the occupied Rhineland which might include the Ruhr.
Lloyd George, after the Genoa fiasco, had again to face the reparation

impasse. It was thought in London that Germany needed a long and
complete moratorium and an international loan. Bradbury, the British
representative on the Reparations Commission, among others, was
outraged by the flagrant examples of German financial irresponsibility.
The prime minister, nevertheless, held to his view that the logjam
preventing the rationalization of German finances could only be broken
by a change in French policy. His aim was a settlement productive of
hard cash for Britain but a much-reduced reparations bill for Germany.
It did not help that Lloyd George and Curzon found Poincaré, ‘that
horrid little man’, intolerable. His acerbic tongue and abrasive person-
ality grated on their nerves; they thought him ‘shifty’, and would not
have been averse to his fall from office. When the Supreme Council met
in London on 22 August both prime ministers blamed German mis-
management for the financial chaos and raging inflation, but Lloyd
George refused to consider the gages that Poincaré demanded as security
for any moratorium. He similarly rejected more modest proposals due to
suspicions about Poincaré’s ultimate objectives in the Rhineland and
Ruhr. Though Lloyd George, already in deep political difficulties, may
have seen the need to move in the French direction, he could not rise
above his dislike of the French premier.
The British leader’s days in office were numbered. The crisis at

Chanak, the armistice with the Kemalists on 11 October, and a Con-
servative revolt at home led to his replacement on 23 October by
Andrew Bonar Law. Lord Curzon remained as foreign secretary. By
this time there was little room for manoeuvre left on the reparation
front, as the spectre of a Ruhr occupation loomed ever larger. After the
failure of the August Supreme Council meeting, the Reparation Com-
mission refused a definite moratorium without radical reforms but
permitted the Germans to cover the December payments with six-
month Treasury notes. Coercive action was avoided only because the
Belgians, fearing an Anglo-French rupture, agreed to postpone for six
months the remainder of the 1922 reparations due to them. The Cuno
government failed to secure backing for a reform programme despite
frantic efforts to win domestic support. The German proposals, request-
ing a four-year moratorium without providing guarantees for future
payment, were dismissed even by the usually sympathetic British
Foreign Office as inadmissible. The Germans appealed to the Americans
but J. P. Morgan refused to head an international bank consortium that

218 THE PRIMACY OF ECONOMICS

C
op

yr
ig

ht
 ©

 $
{D

at
e}

. $
{P

ub
lis

he
r}

. A
ll 

rig
ht

s 
re

se
rv

ed
.



would raise a large loan. When, at the end of the year, the Germans
came up with yet another offer, it was so demonstratively inadequate
that Carl Bergmann, the German reparations adviser, was relieved not to
have to present it to the Allies at their January meeting.
Poincaré came under a barrage of domestic criticism. He was sharply

attacked when the 1923 budget was discussed in the Chamber, and was
isolated within his own cabinet. André Maginot, the minister for war,
backed by Foch, urged immediate military action in the Ruhr. Even the
Quai d’Orsay had given up hopes of a negotiated reparations agreement.
On 27 November contingency plans were approved for a progressive
occupation of the Ruhr (the Foch plan), which it was hoped might
prove more acceptable to the British than more radical occupation
proposals. Only de Lasteyrie, the minister of finance, spoke for negoti-
ations. A press communiqué warning of French coercive action unless
the reparation and war-debts problems were settled provoked adverse
comments abroad. Poincaré still thought that Bonar Law might prove
more sympathetic to France’s financial difficulties than his predecessor,
and that a compromise solution could be found. If the British refused to
co-operate, he was prepared to proceed without them and take action in
the Ruhr and on the left bank of the Rhine. In London on 9 December
Bonar Law, indeed more agreeable than Lloyd George, suggested that
Britain might be willing to go back to the Balfour declaration of August
1922 if France would reduce the reparations owed by Germany.
Poincaré did not rule out a bargain, but his response was generally
negative. Bonar Law reported to Curzon that the French premier was
intent on the occupation of Essen and would only reduce French claims
to the extent that Britainwould reduce the French debt. Therewas ‘really
therefore nothing to do but play for time for the sake of Lausanne’.20

Anxious to avoid an open quarrel while Curzon was negotiating with
the Turks at Lausanne, Bonar Law resorted to delaying tactics and
prevailed on Poincaré to adjourn their discussions until 2 January 1923.
While Bradbury and the British Treasury prepared proposals for the

Paris conference, the British tried out other possibilities: a new offer
from the Germans to be presented in Paris and, more hopefully, an
appeal to the American secretary of state, Charles Evans Hughes. The
Cuno government, in a desperate attempt to enlist the Americans, had
approached Hughes on 12 December, warning that Poincaré was seek-
ing indirect annexation of the Rhineland and, if successful, would
prolong the European political crisis. In Washington, the visiting Ger-
man foreign minister proposed an international committee of experts,
with American participation, to regulate reparations and a thirty-year

20 Quoted in O’Riordan, Britain and the Ruhr Crisis, 24.
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non-agression pact. Hughes listened sympathetically but Poincaré ig-
nored the German proposals. As neither the Americans nor British
would join a non-aggression pact, that idea was dropped, but the
German démarche was not without effect. French action in the Ruhr
and Rhineland would adversely affect American economic interests and
delay the process of European pacification in which the United States
had a stake. On 29 December, four days after the Reparation Commit-
tee had declared Germany in default, in a speech at Yale University
Hughes offered to set up a committee of experts to consider the German
capacity to pay and to propose a new reparations settlement if the
Europeans agreed in advance to accept its recommendations. Hughes
promised his government’s support and private American capital to
underwrite any acceptable scheme. Ten months later, his offer would
bear fruit.
In Paris there was no breakthrough at the 2 January meeting.

Poincaré refused to hear any further German proposals. He outlined
the sanctions that France wanted taken in order to secure reparations.
Bonar Law presented the British proposals. Britain would annul the
Allied debts owed to her and German reparations would be reduced
accordingly, a trade-off that would have involved a reduction of French
reparations receipts from 52 to 42 per cent of the total. The Belgians
would renounce their priority to reparation payments to compensate
the French. The Germans would enjoy a complete moratorium for four
years, with payments in kind excluded. A new schedule of low gradu-
ated payments for the next ten years was to be followed by annual
payments of 3.5 billion marks thereafter. If Germany failed to satisfy
its obligations, sanctions would be imposed. There was no reference to
any specific productive pledges. Poincaré had no interest in such a plan,
and discouraged Bonar Law’s less than genuine gestures of friendship.
The British proposal, drawn up by Bradbury and the Treasury, reflected
their distrust and dislike of the French and appeared deliberately pro-
vocative. The technical details were so complicated that the German
representative sent to Paris, Carl Bergmann, quipped, ‘I would rather
pay reparations than try to understand the Bonar Law Plan’.21 George
Theunis, the Belgian premier and finance minister, was shocked by the
extreme leniency shown towards Germany and horrified by the chal-
lenge to the Belgian reparation priority. More to the point, he knew that
Belgium was suffering from the same monetary and financial problems
as France and was in desperate need of German payments. The Belgian
decision to support the threatened French action in the Ruhr was not

21 Quoted in Stephen A. Schuker, The End of French Predominance in Europe: The
Financial Crisis of 1924 and the Adoption of the Dawes Plan (Chapel Hill, NC, 1976), 23.
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unconditional; Theunis had no wish to be dragged into a French
adventure that might alienate the British, and tried to safeguard Belgian
independence. Mussolini, recently installed in the driver’s seat in Rome
(on 29 October), also rejected the British plan and agreed to follow the
French into the Ruhr. Two engineers would be sent to show Italian
solidarity with France. Goaded by British unwillingness to compromise
on Italy’s war debts, and with wild dreams of creating an anti-British
coalition, Mussolini demanded a share of German coal as the price of
co-operation. Poincaré had no love for the new Italian leader, but
agreed to Mussolini’s terms.
There was no possible agreement between the French and the British

at Paris. The French had laid their plans for a full military occupation
of the Ruhr. Early on the morning of 4 January the order went out for
the occupation to begin on 11 January. Faced with the reality of the
occupation, the British were left straddling the fence, unwilling to
commit themselves to join in what the Foreign Office believed was a
futile and dangerous intervention, but equally unwilling to break with
France and side with Germany. The weakness of the newly created
Bonar Law cabinet and the divisions of opinion reflected in the press
encouraged equivocation. Once the French actually occupied the Ruhr,
Britain adopted a policy of ‘benevolent neutrality’, a confusing and
confused course of action which proved untenable in practice.
Why did the French enter the Ruhr? The answer is far from simple;

in part because the chief policy-makers in Paris and in the Rhineland
had different objectives, but also because Poincaré, who made the key
decisions, was prone to procrastination and vacillation. There were
those who hoped to return to the Rhenish policies that Clemenceau
had been forced to abandon in 1919, but also those who started out with
far narrower economic and security objectives in mind and viewed the
occupation as a means of permanently solving France’s critical shortage
of coke. The Ruhr itself was ‘la gage par excellence’ that could be used
to restrict German industrial production and force Berlin to abide by the
terms of the Versailles treaty. Some, like Charles de Lasteyrie, the
minister of finance, objected to the plans and repeatedly warned Poin-
caré of the worsening financial position at home and the unacceptable
costs of occupation. The minister dismissed the Quai d’Orsay’s Jacques
Seydoux’s highly favourable financial projection, insisting that every-
thing depended upon the attitude of the German authorities. Poincaré,
in fact, did not expect a major financial return from the Ruhr, but
thought that de Lasteyrie was unduly pessimistic.
Poincaré’s intentions are still the subject of debate. He was neither the

tool nor the spokesman of the French metallurgists, whom he very
much distrusted. Nor was he decisively swayed by the advice of any
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single adviser, civilian or military. He was, above all, a politician, acutely
aware of the mood in the Chamber and the pressures in the country at
large for positive action. The premier dragged his feet over the occupa-
tion, exploring without success a host of other possibilities in the summer
of 1922. As late as 13 November of that year, Millerand claimed that at
the Council of Ministers Poincaré, ‘to the general surprise, violently
denounced ‘‘the dangers which he foresaw from the enterprise’’. I inter-
rupted him: ‘‘The military operation will not be a disaster or a bank-
ruptcy.’’ To which Poincaré exclaimed, ‘‘I resign!’’ ’22 Such histrionics
notwithstanding, it remains unclear whether Poincaré was mainly con-
cerned with reparations or had broader security objectives in mind. He
knew that action in the Ruhr could affect the Rhineland both econom-
ically and politically, and that a ‘neutral’ Rhineland, particularly one
without Prussians, would help to solve the French security problem.
Above all, the French premier did not want to break with the British. As
far as he was chiefly concerned with achieving a solution of the repar-
ations question, he knew this depended on British and American co-
operation. It was clear that Britain would not join the occupation, but
Poincaré believed, rightly, that they would do nothing to stop French
action. He harboured some hopes that London might come to accept a
radical adjustment in Franco-German relations. Even the experienced
René Massigli at the Quai d’Orsay harboured such illusions (for which
Lord Curzon was partly to blame), and argued that the British public
could be convinced that the struggle in the Ruhr was not solely about
reparations but about a new ‘formula of political civilisation’.23 As the
struggle lengthened, and the tide moved in the French direction, Poin-
caré, after considerable hesitation, was tempted to turn the situation to
France’s permanent advantage while Germany lay prostrate.
The French occuption was launched on 11 January for a multitude

of reasons, but no unity of purpose or clarity about objectives emerged.
A number of possibilities were pursued simultaneously, creating con-
siderable confusion both in Paris and in the Ruhr and Rhineland. Few
of the French leaders (Foch was one of the exceptions) considered what
might happen should the Germans resist the occupation. Consequently,
in May 1923, faced with the fact of German opposition, Foch,
Millerand, and Seydoux, among others, complained about the lack of
organization and the absence of any programme of future action. The
ultimate purpose of the occupation remained undefined.

22 From Millerand’s unpublished memoir, ‘Mes Souvenirs (1859–1941), Contribu-
tion a l’Histoire de la Troisiéme République’, 114. I owe this reference to Dr Andrew
Barros of the Université Québec à Montréal.

23 Millerand Papers, Massigli to Laroche, 13 July 1923.
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VII

The occupation of the Ruhr, long anticipated by some and feared by
others, was finally at hand. On 9 January 1923, after listening to the
German representatives, the Reparation Commission (with Bradbury
abstaining) ruled that Germany had ‘voluntarily defaulted’ on her coal
deliveries, which were below quota as usual. Two days later French and
Belgian engineers, the Mission Interalliée de Control des Usines et des
Mines (MICUM), marched into Essen accompanied by a military force,
intending to establish their supervision over the coal-mines. By 15
January the entire Ruhr valley was in French and Belgian hands.
Some 19,000 French soldiers (later augmented) and 2,500 Belgians
were involved in the initial occupation. Poincaré had expected that
the French and Belgian authorities would extract sufficient timber,
coke, and coal to force the Germans to ‘surrender’. It was decided at a
conference in Paris at the end of January, with Poincaré present, that
recalcitrant senior German officials on the railway and in the post offices
should be expelled, that customs barriers should be created along the
eastern frontiers of the occupied regions and along the bridges and ports
of the Rhine, and that imports and exports from the Ruhr should be
subjected to licence and tax. In early February Tirard was instructed to
proceed to the economic separation of the Ruhr and Rhineland from
the rest of unoccupied Germany.
Contrary to what the French expected, along with formal protests

from Berlin, the occupation triggered off a German reaction, initially
largely spontaneous but soon organized and financed by the German
government. ‘Passive resistance’ ranged from non-cooperation on the
part of factory- and mine-owners and workers, and strikes by railway
workers, to actual acts of sabotage. Ruhr managers, miners, and rail-
way workers refused to work. The Stinnes and Thyssen empires shut
down. The action had wide support and spread to the Rhineland. By
the spring of 1923 there was little movement in or out of the Ruhr, and
the French iron and steel industries began to suffer. The customs barrier
became a blockade of the occupied territories. The occupiers established
their control over the entire railway network in the occupied territory: a
railway Régie (administration) was created, and French and Belgian
personnel took over its management and operations. They could
now move the stockpiled coal and coke so that at least some French
furnaces could work, but the miners refused to replenish these stores.
The French were convinced, rightly, that they could stand the strain of
the occupation longer than Germany, but also, wrongly, that even a
costly victory might be worth the price. The occupiers seized control of
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the Rhineland Commission in Coblenz, which the Americans, in
accordance with Congressional demands, had just evacuated, and used
its powers to impose their control over the occupied territories. In
response to German resistance, Paul Tirard, the French high commis-
sioner in the Rhineland, proceeded to implement, through the Rhine-
land Commission, many of those measures of legislative, executive, and
judicial control for which he had lobbied since 1920. The first wave of
expulsions of senior functionaries (most of them Prussians) began in
February; a second, far more extensive and systematic expulsion of those
opposing the occupation took place in April. By 1 October some 8,400
people (expellees and their families) in the Ruhr and 130,000 on the
right bank of the Rhine left the occupied territories for Germany. The
extension of French power (including the closing of the Rhine bridge-
heads and the occupation of the strips of territory on the Right Bank
between the Cologne, Coblenz, and Mainz bridgeheads) provoked
further German resistance. Both the French and the Germans resorted
to tough tactics to achieve their goals.
As the French became more deeply committed to the occupation,

officials in Paris became increasingly optimistic. It was not only the Quai
d’Orsay’s powerful under-secretary, Jacques Seydoux, who spoke of a
graduated evacuation of the Ruhr as reparations were paid and of
a continued and lengthly occupation of the Rhineland. There were
numerous calls for an autonomous Rhineland or a permanent French
presence in the region, and detailed consideration of such scenarios by
the CSDN in Paris. Admittedly, Poincaré’s top aide at the Quai d’Orsay,
the director of political affairs and a leading proponent of an aggressive
policy, Peretti de la Rocca, scribbled on one of the more ambitious of
these proposals: ‘Admirable project, if Britain did not exist.’24 Poincaré
himself remained hesitant and uncertain about the possibilities of
Rhineland separatism. A visit to London in April 1923 by Louis
Loucheur, which Loucheur mistakenly assumed would lead to Anglo-
French negotiations, revealed the extent of French ambitions to the
startled Conservative prime minister, Bonar Law, and Stanley Baldwin,
his chancellor of the Exchequer. The Opposition leader, Ramsay
MacDonald, objected strongly to Loucheur’s suggestions for the cre-
ation of an autonomous, neutralized Rhenish state. Nor were the
Belgians happy, as French intentions shifted from a temporary occupa-
tion to ensure German payments to more ambitious possibilities. Theu-
nis had hoped for a quick German capitulation and a moderate
settlement in which Belgium would play the mediating role. Admit-
tedly, the Belgians raised no objections to the establishment of the rail

24 MAE, Rive Gauche, vol. 29, memo by Peretti, 30 Mar. 1923.
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Régie, and participated fully in taking the productive pledges, but
Theunis wanted to get out of the Ruhr as quickly as possible and,
above all, to avoid a permanent French presence in the region. By
midsummer, having tried unsuccessfully to get the British involved,
Brussels began to lose confidence in the occupation. Unable to grasp
what Poincaré intended, and facing opposition at home from Flemings
and socialists, the Belgians pressed for a resolution of the conflict.
British troops had remained in their Rhineland occupation zone,

which separated the French and Belgian zones; their presence was
welcomed by both the French and the Germans. The so-called British
policy of ‘benevolent neutrality’ meant, as far as possible, one of non-
intervention. Total inaction was impossible. The British allowed the
French the use of a railway line that crossed a small corner of their zone
and sanctioned the daily running of ten military and two food trains.
There were difficulties, too, with the French and German retaliatory
customs duties, and London had to negotiate to win some degree of
protection for British traders. While some British industries, coal, steel,
and chemicals, benefited from the crisis and the temporary elimination
of Ruhr competition, in the longer term the German hyperinflation and
the dislocations of European trade were damaging to British commerce.
Lord Curzon returned to London from Lausanne in February and
resumed control of the Foreign Office; until April British policy was
characterized by its passivity. Public sentiment, at first divided, shifted
away from France and towards Germany, but Bonar Law’s Conservative
backbenchers remained staunchly Francophile. At the Treasury and at
the Foreign Office, where senior officials were highly suspicious of
French intentions, many hoped that the occupation would fail and
that Paris would see the folly of its ways. Even Eyre Crowe, the
traditionally Francophile permanent under-secretary at the Foreign
Office, insisted that the occupation of the Ruhr was illegal and believed
that a more active anti-French line was necessary. Britain would be
‘squeezed out’ by the French and Belgians, Crowe warned, and the
‘whole situation in Europe brought to ruin through French obstin-
acy’.25 Curzon remained cautious, anxious to avoid any direct action
that could be interpreted as anti-French. He tried to pressure Poincaré
to define his objectives in the Ruhr in order to provide a basis for
opening negotiations, but the French leader claimed that these were
already clear and that France would only withdraw from the Ruhr when
Germany had paid its reparations. On 20 April, in a speech to the Lords,
Curzon invited the Germans to break the deadlock with some sort of
offer, dangling the possibility of future assistance if talks should begin.

25 Minute by Crowe, 14 May 1923, PRO, FO 371/8636.
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Though this tentative move marked the beginning of a change in British
diplomacy, Curzon soon became engrossed in domestic affairs which
preoccupied him for some weeks. Bonar Law, whose health had col-
lapsed, resigned on 20May. Lord Curzon had previously acted as deputy
prime minister for Bonar Law and expected to succeed him, but the less
experienced and relatively unqualified Baldwin was appointed instead.
The German government took steps to support the population of the

occupied areas while doing everything possible to strengthen the resist-
ance movement. In the early months of 1923 the government worked
out a system of Rhine–Ruhr aid by which the government and em-
ployers agreed to pay the full salary of workers on strike against the
occupation. The Reichsbank extended short-term paper-mark credit to
the industrialists, while special agencies and private associations distrib-
uted unemployment relief to workers. These payments fuelled the
already rampant inflation fed by the continuous use of the printing
press. An effort to launch a gold note loan in the winter and spring of
1923 failed utterly. There was a massive increase in the number of
banknotes in circulation; local government authorities and the larger
industrial and commercial firms began to print their own, adding to the
financial chaos. The government searched for ways to regain control,
but Chancellor Cuno’s efforts were continually blocked by the unwill-
ingness of the industrialists to commit their assets without compensation
at the expense of the workers. As real wages began to lag behind price
increases and unemployment rose, the mood of the working classes
changed. Passive resistance became an end in itself. Rather than uniting
Germany, resistance to the occupation increased its domestic divisions,
as each interest group accused the other of making the lesser sacrifice.
The hyperinflation began to hit all levels of society and not just those
that had suffered earlier. The resulting demoralization proved a lasting
blow to the young republic.
During the last week of July a rash of strikes and rioting swept the

Ruhr and unoccupied Germany. Local authority began to collapse in
the Rhineland, where Poincaré, who needed right-wing support, re-
fused to end France’s long-standing subsidy, though he gave the separ-
atist leaders, whom he distrusted and even despised, no personal
encouragement. In Saxony and Thuringia the Communists and Social-
ists created coalition governments and joined in common defence
organizations against possible action by the Reichswehr. In Bavaria,
the ultra right-wing nationalist movements showed their strength;
Adolf Hitler’s National Socialist German Workers Party (NSDAP)
gained new recruits and importance. The political unity of the Reich
was coming under strain. When the Reichstag convened in the first
week of August, the bankruptcy of the Cuno government was obvious.
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Ironically, just before Cuno’s fall the Reichstag accepted new gold-
based taxes, which comprised the ‘first solid step toward stabilisation’.26

By 11 August, when Cuno resigned, Germany was in a state of acute
crisis. Gustav Stresemann, head of the conservative DVP, formed the
first great coalition government with four Social Democratic members
in the cabinet, including Rudolf Hilferding as finance minister. The
autumn of 1923 was one of the nadir points in Weimar’s history.
In response to Curzon’s April speech in the Lords, the Germans made

an offer (largely drafted by Keynes) involving a four-year unsecured
moratorium but with no guarantees of future payment. It was totally
unacceptable, and Curzon demanded a better proposal. Berlin offered,
on 7 June, to accept an impartial committee of experts to determine
German liability and offered certain guarantees to ensure reparation
payments. There was no proposal to end passive resistance, without
which Poincaré refused to negotiate. He already had doubts about a new
committee that would derogate from the authority given to the Rep-
aration Commission. The French and Belgians demanded concerted
pressure on Germany to abandon passive resistance; Curzon stalled and
countered by asking for a clearer definition of French policy in the Ruhr
in the event of German capitulation. By this time the French were
growing more confident of success and showed no inclination to rush
into talks. On the contrary, the far-reaching goals discussed earlier at the
Quai d’Orsay seemed well within their grasp. Alarmed by their intransi-
gence, and by fears that Germany might collapse into chaos, officials in
London began to press for intervention to restrain the French. Curzon
finally lost patience and authorized the drafting of a strongly worded
rebuff to Paris. The note, drafted by Crowe and sent on 11 August,
asserted that the occupation was illegal (a disputed judgement) and
would not bring the payment of reparations any closer. Instead, it was
proposed that a committee of experts, including German and American
representatives, should conduct an inquiry into Germany’s capacity to
pay reparations. The note ended with a threat to ‘contemplate’ the
possibility of separate action to hasten a solution. This closing flourish,
which had no actual cabinet sanction, was a bluff that failed. France’s
detailed reply was a point-by-point dismissal of the British case, and the
Belgian answer, if less hostile, was equally negative. There was no
follow-up from London. It was vacation time and the cabinet dispersed;
even the industrious Crowe went on holiday.
Some senior Conservatives thought that Curzon’s note had been too

peremptory, and demanded that Baldwin should meet with Poincaré

26 Charles S. Maier, Recasting Bourgeois Europe, 373.
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and repair the damage. Baldwin, contemplating an election on the issue
of protection, moved to conciliate the restive Francophiles in his party.
Returning from holiday at Aix-les-Bains, he met with Poincaré in Paris
on 19 September. Exuding goodwill and anxious to appease the French
leader in the hope of ending the ‘mésentente cordiale’, Baldwin
accepted Poincaré’s assurances that he was ready to negotiate with
Germany and had no intention of breaking up the country. He hardly
noticed that nothing was said about evacuating the Ruhr. To make
matters worse, in Curzon’s view, the press communiqué issued after the
meeting underlined the ‘common agreement of views’ between the two
prime ministers. Curzon was aghast at what he regarded as Baldwin’s
inept forfeiture of all British pressure on France. Poincaré appeared to
hold all the trump cards. As Austen Chamberlain complained to his
sister: ‘It seems to me that we are becoming the scold of Europe. We run
about shaking our fists in people’s faces, ascertaining that this must be
altered and that must stop. We get ourselves disliked and distrusted and
misunderstood, and in the end we achieve nothing and relapse into
humiliated silence or laboriously explain how pleased we are.’27

There seemed no solution to the impasse but a German surrender.
The British proved unresponsive to Stresemann’s appeals for assistance.
Continuation of the struggle would lead to the disintegration of the
economy and possibly the state. Stresemann’s efforts to open talks with
the French without abandoning passive resistance were met with si-
lence, Poincaré demanded that the Belgians, who had welcomed Stre-
semann’s overtures on 1 September, reject them out of hand. On 26
September the German chancellor, showing that pragmatic sense and
tactical flexibility that marked his subsequent career, gave way, stopping
the subsidies to the Ruhr while maintaining most of the other measures
of resistance. He expected that Poincaré would now negotiate. Instead,
the latter refused to talk until all the resistance ordinances had been
repealed and the Ruhr magnates and workers had restored production
and resumed deliveries to France. Poincaré’s silence perplexed and
angered many of his own countrymen, as well as the British and
Americans.
There are various possible explanations for Poincaré’s behaviour. He

might have wanted to take further advantage of German weakness to
enhance the French position before entering into new discussions over
reparations. It might have been some indecisiveness or even timidity
that prevented his taking further action, or a fundamental respect for
legality and order which served as a restraint at this time of crisis. Or, as

27 Austen to Ida Chamberlain, 22 Sept. 1923, Austen Chamberlain Mss., AC 5/1/
290.
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he told French critics of his action, he could well have thought that
French financial recovery and European stabilization depended on the
Entente with Britain, which would never countenance an exclusive
French deal with Germany. He knew that Washington would oppose
any such settlement. If his primary aim was to bring about a favourable
solution to the reparations problem, however, his subsequent moves in
the Ruhr and Rhineland only confirmed Anglo-American suspicions
that he was aiming at the dismemberment of Germany and intended a
radical readjustment of the Versailles peace settlement. Poincaré missed a
chance to act at the most opportune moment, if not in October, then
after the November MICUM agreements. Thanks to Baldwin’s inter-
vention, France’s diplomatic situation had briefly improved. In October
the Ruhr authorities began direct negotiations with the industrialists,
workers, and local authorities in the occupied territories. On 7 October
the MICUM agreement was concluded with Otto Wolff of the
Rheinstahl and Phönix works, with excellent terms for France. Con-
versations had been started two days earlier with a delegation of six
industrialists led by Hugo Stinnes, despite Stresemann’s unwillingness to
recognize their right to negotiate in the name of Germany. While these
talks were continuing, Poincaré refused to allow the French industrial-
ists to enter the negotiations or to consider any broader agreements to be
purchased by concessions over reparations. He made no proposal to the
Reparation Commission at a time when France, with Belgium still in
tow, was clearly in the ascendant.
It is highly doubtful that Poincaré, with his eye on a reparations

settlement, would have set an independent Rhineland as a condition
for evacuation, although some of his officials believed, particularly after
the ending of passive resistance, that it was now possible to restructure
the European balance of power in France’s favour. Poincaré may have
intended to treat the two issues, the Ruhr and the Rhineland, separately,
despite their obvious interconnection. The economic debacle in the
Rhineland and local French patronage stimulated separatist feeling, but
the whole previous history of the separatist movements suggested that
genuine separatism appealed only to a minority and that the activists, a
motley crew at best, were not necessarily pro-French. Yet incompetent,
irresponsible, and quarrelsome leaders set the stage in the summer of
1923 for a series of demonstrations in favour of Rhenish independence.
Poincaré had avoided personal contacts, and expressed his doubts about
the limited backing offered by Paul Tirard and General Degoutte to the
leaders of the Rhenish movement. During the summer months he
nevertheless sanctioned support for their summer rallies, despite fierce
quarrels between the separatist leaders and the frustration of French
hopes that unity could be imposed on their competing organizations.
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An open and bloody clash at Düsseldorf on 30 September 1923 between
the forewarned German police and the separatists, resulting in a rout of
the latter, might have caused second thoughts in Paris, but Peretti, for
one, thought that this example of Prussian brutality might be exploited
to strengthen separatist feeling.28 Poincaré’s reaction was ambiguous.
Though he was warned that majority opinion on the Left Bank was
anti-separatist, and was concerned about the unpredictability of the
separatists’ behaviour, he took no steps to check the continuing collab-
oration between the occupation authorities and the separatists.
To the surprise of the French, though not of the Belgians, there was a

putsch in Aachen in the Belgian zone in the early hours of 21 October
and a separate Rhenish republic was declared at Coblenz. The move-
ment spread to the French zone. The separatists seized Bonn and
Duisburg; Hans Dorten and Joseph Dorten, their less-than-respectable
leaders, proclaimed themselves co-directors of a provisional regime in
the Rhineland on 22 October. To the general surprise of the French
officials, including Tirard, Poincaré decided to back the insurgents. The
premier had never declared himself before in favour of an independent
state, separated from the rest of Germany, and his representatives in the
Rhineland were about to open conversations with the ‘legalists’, the
more respectable Rhinelanders, which he had welcomed. Admittedly,
there was considerable confusion both in Paris and in the Rhineland.
The telegraphic instructions sent by the Quai d’Orsay to its representa-
tives showed signs of haste and improvisation. If Tirard, who had pre-
viously been instructed to follow a policy of ‘benevolent neutrality’,
was surprised by Poincaré’s decision, he quickly changed tactics and
gave his open backing to the separatists. With rising doubts about the
competence of the separatist leaders, he warned the Quai d’Orsay that,
without any administrative capabilities of their own, they would depend
on the French authorities to keep the public services going. On 23
October, in a separate and independent action, an autonomous Palatine
republic was proclaimed at Speyer, with considerable backing from the
population who, for both economic and political reasons, were anti-
Bavarian and who had no sympathy with the rightist-authoritarian
separatists in Munich. Tirard asked for instructions. Poincaré wanted
to withhold financial backing until he knew whether the Speyer gov-
ernment would support France. ‘Your telegraphic intelligence has
proven contradictory and unintelligble’, he complained to Tirard.29

The French subsidized the insurgents, though General de Metz, the
French delegate-general in Speyer, pursued an independent course in

28 McDougall, France’s Rhineland Diplomacy, 1914–1924, 302.
29 Quoted in ibid. 309.
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the Palatinate, often without Quai d’Orsay backing. Tirard came to
Paris on 29 October to express his doubts about the ‘provisional gov-
ernments’ in the Rhineland, warning that if the Germans cut off all
unemployment relief for the occupied territories, the full financial
burden would full on France. There was far more to be gained from
negotiations with the respectable representatives from the Rhineland,
he argued, who were already in contact with him. Poincaré authorized
the talks. His maximum programme might have been the total inde-
pendendence of the Rhineland under the auspices of the League of
Nations, but he was prepared to accept some form of autonomous
Rhineland within the Reich. Time was of the essence. Support for
the dubious separatists could be used to hasten agreements with the
notables. The former could be abandoned at any time, but their move-
ments had a limited due date.
The international background to these events was rapidly changing.

During the autumn of 1923 the British began to feel that a far more
interventionist policy was necessary. Even in the Cologne zone of
occupation they had tended to follow a policy of delay and obstruction
rather than confrontation. Curzon’s Francophobia was mounting. In
October he learnt, through wiretaps and decrypted messages exchanged
between Poincaré and the French ambassador in London, of a plot to
persuade Baldwin to replace him with a more Francophile foreign
secretary. His distrust of Poincaré had already reached epic proportions
over the latter’s actions in the Near East; he now refused even to meet
Ambassador St Aulaire. Convinced that Poincaré would be defeated by
the problems of the occupation, the Treasury, if not the Foreign Office,
was willing to let Germany go to the wall to expose the weakness of the
French position. Curzon’s speech to the Imperial Conference on 5
October accused the French of aspiring to attain the domination of
the European continent. He again asked Poincaré for an expression of
his views, but elicited no response. While waiting for Poincaré, the
British looked across the ocean.
There were some favourable signs. The phlegmatic and notoriously

silent Calvin Coolidge, who became president in early August after
Harding’s sudden death, delivered a speech on 9 October referring
favourably to the December 1922 proposal by Charles Hughes for
convening a committee of experts. On 15 October, in response to a
British request, Hughes, still secretary of state in the new administration,
indicated that any unanimous communication from the European states
would be given careful consideration. At first Hughes explored the
British suggestions of an economic conference on reparations to inves-
tigate Germany’s capacity to pay reparations and present a plan for their
payment, but he much preferred the more informal approach suggested
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in his earlier speech at New Haven. The creation of an expert commit-
tee on reparations, in which the Americans would participate, would
avoid any discussion of war debts and encourage a non-political ap-
proach to the reparation question. Though preoccupied with the forth-
coming general election, Curzon, undoubtedly encouraged by Hughes,
informed the French, Belgian, and Italian governments of the possibility
of either an international economic conference idea or the creation of a
committee of experts charged by the Reparation Commission to make
recommendations. Poincaré responded that he would not countenance
a conference, but on 25 October, after soundings in Brussels and
Washington, he agreed in principle to the setting up of an advisory
committee, with American participation, by the Reparation Commis-
sion, though with specific conditions which he made clear in the days
that followed. Poincaré had accepted a proposal that he had refused in
the summer, clearly hoping to use the Ruhr card to set the terms and
conditions of the inquiry. He demanded that the Reparation Commis-
sion appoint the experts, that no reduction be made in the total amount
of the German debt as fixed on 21 May 1921, that passive resistance
cease, and that the occupation should continue. He insisted, too, that
any European invitation to the Americans should make clear that the
commission’s inquiry could only consider Germany’s present capacity to
pay. Poincaré somewhat weakened his hand when he agreed that the
French representative and chairman of the Reparation Commission,
Louis Barthou, should put this last proposal to his fellow commissioners.
Poincaré was now committed to an inquiry.
In the hope that the Americans were prepared to participate in a

general war-debt (hopes that were quickly dispelled) and reparations
settlement that would relieve the financial pressures on France, Poincaré
finally cashed in on his Ruhr gamble. It has been suggested that there
was a connection between Poincaré’s decision on 24 October to support
the separatists and his willingness to accept the creation of a committee
of experts.30 His political situation was beginning to deteriorate, the
Belgians were opposed to the current policy of underwriting the separ-
atists, and the Americans refused to negotiate over war debts. It was a
gamble, but he had some cards to play. It might be that the separatists’
movements might herald Germany’s decomposition, or at the least force
the notables to negotiate terms that would lead to the detachment of the
Rhineland from the Reich. France would be, in any case, in a far better
position to impose its terms on the committee of experts.
A public warning from Baldwin on 25 October that Britain would

not tolerate the disintegration of Germany or the breaking off of any

30 Jeannesson, Poincaré, la France et la Ruhr, 338.

T H E PR IMACY O F ECONOM I C S 233

C
op

yr
ig

ht
 ©

 $
{D

at
e}

. $
{P

ub
lis

he
r}

. A
ll 

rig
ht

s 
re

se
rv

ed
.



part into a separate state was decisive for the Belgians. Henri Jasper, the
Belgian foreign minister, was determined to clear its Rhineland zone of
separatists, who were already warring against each other. Their expul-
sion left them isolated in the French zone and deprived France of its only
ally. On 10 November Lord Curzon warned the French that the
establishment of a Rhenish republic would mean the sacrifice of French
reparations. Poincaré made desperate but unsuccessful efforts to win
back the Belgians, who would only negotiate if the British joined the
talks. By the end of November the movements in the French zone were
faltering. General Degoutte refused to permit any separatist agitation in
the Ruhr for fear of disrupting talks with the German industrialists. In
the (Speyer) Palatinate, where there was a genuine movement of pro-
test, the new government flourished during the winter months. Its
financial decrees had to be approved by the Rhineland Commission,
however, where the British could block registration. Poincaré’s personal
prestige was engaged, but with the French franc under pressure and the
Belgians unwilling to act while Britain and France were quarrelling, the
French opted for retreat after a British investigation and threats in
January 1924 to disclose its findings about France’s actions. The Rhine-
land Commission arranged for the financial stabilization of the Palatinate
and its return to Bavarian sovereignty. It was a ‘costly adventure’ for
Poincaré and France. The story had a tragic ending when, without
German relief and cut off from French subsidies, a band of unemployed
workers, incited by nationalist provocateurs, set fire to a separatist
garrison on the night of 13 February and shot or hacked to death
those who fled. It was a bloody ending to the separatist cause.
The main French efforts shifted at the end of October to the nego-

tiations with the Rhenish notables, including Konrad Adenauer, the
mayor of Cologne, and Louis Hagen, a Rhenish banker and close
associate. The French followed the same course of action in the Rhine-
land as in the Ruhr, hoping to achieve their ends through talks with the
men of influence. Faced with the impoverishment and demoralization
of the local population, the Adenauer group demanded from Berlin
either the continuation of the Reich subsidies or the right to negotiate
directly with the French. Stresemann, dealing concurrently with a left-
wing revolt in Saxony and Thuringia and a National Socialist putsch
involving General Ludendorff in Munich, had little choice. Subsidies
were at first continued but were dropped in late November, lest they
destroy the credibility of a new currency scheme initiated earlier that
month. At the long-delayed meeting (the delays due first to the French
and then to the Germans) of Tirard and Adenauer in mid-November,
the Rhenish leader spoke of an economic entente between French and
German industry and held out the possibility of an autonomous Rhenish
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republic achieved through constitutional means. The notables did not
offer enough to interest Tirard; the rejection of their proposals led to the
break-up of the Committee of Fifteen and the constitution of a broader
Committee of Sixty, but Adenauer remained its chief spokesman. At the
end of November he rejected Tirard’s principles for the foundation of a
Rehnish state, and argued that any political settlement in the Rhineland
would have to be accompanied by a general reparations and economic
agreement. Poincaré was furious at this apparent retreat, for time was
running out with the collapse of the Matthes/Dorten government in the
Rhineland. A change in the German government in late November and
a new cabinet with a Centrist and native Rhinelander, Wilhelm Marx,
as Chancellor and Stresemann as foreign minister, ruling under emer-
gency law, increased the pressure on Adenauer. Though Marx allowed
Adenauer to continue the talks, the new cabinet would not accept any
change in the status of the Rhineland. Adenauer’s own position was
complicated, but he responded to the changed situation in Berlin.
Whereas he had previously aimed at an administratively independent
province joined confederally with the Reich, in the later talks with
the French, after the collapse of the Rhenish currency scheme in
December, he shifted their focus from the political to the economic
plane. By early January, with the franc under serious pressure and the
mark recovering, the talks were abandoned. The German delaying
tactics proved successful.
French hopes to establish a Rhenish bank also collapsed in December

1923–January 1924. The French had long planned to create a Rhenish
gold note bank whose notes would run throughout the occupied
provinces. If they were the major underwriters, they would gain finan-
cial control over the Rhenish territories and could hasten the separation
of the Rhineland from the Reich. Early attempts to establish a Rhenish
bank had met with opposition from de Lasteyrie, who feared the effects
on France’s own weakened financial state. In late October, when the
German government finally decided to create a new gold-backed cur-
rency, the French made a final attempt to fulfil their ambitions. With the
imminent ending of Reich relief, Louis Hagen, the Rhenish banker,
backed the idea of a gold-based Rhenish currency as a way to restore the
province’s prosperity. The bank was to be financed mainly by the
Rhinelanders with Belgian and French assistance, but it would depend
on British and German acquiescence. The scheme had to be put into
operation before the Rhineland Commission gave its approval to the
German Rentenbank and the entry of the new German currency into
the occupied territories. The weakness of the French franc and British
opposition and support for the Rentenmark made it impossible for the
French to raise the necessary capital. The Belgians refused their support
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unless the Rhinelanders had the major interest in the bank and it had the
approval of the Germans. In early December the Marx cabinet vetoed
the separate currency plan and denounced Rhenish autonomism. The
combined opposition of the Weimar government and the Reichsbank
more than outweighed the limited support from some German indus-
trialists, like Hugo Stinnes, who had vastly expanded his empire by
buying up failing firms and was now in need of liquid assets.
The ongoing MICUM negotiations with the Ruhr industrialists were

more successful. Agreements were concluded in October and Novem-
ber 1923 providing for the resumption of deliveries of coal to France
and the payment of further reparation in cash and kind. The final
MICUM agreements were concluded on 23 November, with France
assured of anything up to a quarter of German production until April
1924, when the agreements would come up for renewal. Once again
Stresemann was forced to allow the talks to take place. He reluctantly
agreed that the coal taxes should be treated as taxes to the state. All other
payments would be counted as reparations, to be used to defray occu-
pation costs but ultimately credited towards the reparation account. It
was a relatively heavy burden on German industry, for Berlin did not
reimburse them. Ruhr firms with strong organizations and limited debts
weathered the storm, but others, even the Stinnes organization, built
mainly on the benefits of the inflation, were soon in serious difficulties.
The French had won the deliveries of coal and coke that had been the
aim of every successive French government. The agreements, which
were extended to other Ruhr industries, might have been used to
extract further concessions from the Germans, but the French steel
industry, coal producers, and government could not agree on a common
front. Poincaré, like Stresemann, was suspicious about private arrange-
ments between industrialists that might benefit the steelmen but not
France. In need of capital (the Rentenmark did not circulate in the
occupied territories, as the Germans feared its seizure by the French) the
Ruhr metallurgists, led by Stinnes, in the winter of 1923–4 offered
blocks of stock in their mines and industries for sale. Again, fears of
being dominated by the more powerful Germans, divisions in the ranks
of the Comité des Forges and differences between the government and
the metallurgists blocked these efforts to promote Franco-German
integration. Similarly, a grand solution to the reparations and metallur-
gical problems, proposed by Arnold Rechberg, long a German advocate
of Franco-German economic co-operation, failed to elicit support from
either the German or French governments. By January Stresemann was
in a position to intervene in order to safeguard the Reich’s future
economic interests, but had to yield to his industrialists’ demand for
sharing the payments burden. Poincaré, it is true, won an extension of
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the MICUM accords after the mid-April terminal date. Tolerated in
Berlin mainly to avoid conflict during the discussions of the Dawes plan,
they had to be abandoned, along with French hopes to maintain their
interests in the Ruhr mines and steel plants, with the implementation of
the new reparation agreement.

VIII

The newly constituted committee of experts met on 30 November.
Following proposals by Bradbury, the British representative, designed to
appeal to French amour propre while still leaving the way open for the
broader inquiry demanded by the Americans, the Reparation Commis-
sion agreed to set up two expert committees. The first would consider
different means of balancing the German budget and stabilizing the
currency; the second, designed to placate the French, would estimate
the amount of capital exported by Germany and see to its return.
France’s representative, Barthou, who had developed doubts about the
utility of the Ruhr occupation, convinced Poincaré that he had to
negotiate. The premier was far less well placed than he had been in
September when passive resistance had ceased. He had refused to
consider a bilateral treaty with the Germans, allegedly supported by
President Millerand, drawing together Ruhr coal, Lorraine iron ore,
and French security on the Rhine. ‘Discussions with Germany would
upset England’, he told Charles Reibel, the minister for the liberated
regions. ‘If they wanted to force me into that policy, I would hand in the
resignation of the cabinet.’31 The franc continued its uneven decline on
the exchanges and the cost of living began to rise, affecting basic food
items, and Poincaré’s political position weakened. Voters began to
weary of the occupation that was not bringing any visible economic
benefits at a time when small investors were losing from the weakening
of the franc. The hard-pressed premier realized that he had to accept the
expert committee if France was not to be isolated from the Anglo-
American powers whose financial support was becoming imperative.
Though repeatedly trying to restrict the scope of the Dawes commit-
tees’ work and seeking fresh Anglo-American guarantees, he was forced
to retreat.
Just as the experts on the two committees began work, on 14 January

1924, there was a panic on the Bourse, and for two weeks the franc
plunged downward. The government responded by introducing the

31 Quoted in John F. V. Keiger, ‘Raymond Poincaré and the Ruhr Crisis’, in Robert
Boyce (ed.), French Foreign and Defence Policy, 1918–1940: The Decline and Fall of a Great
Power (London, 1998), 64.
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new tax programme, which was pushed through a reluctant Chamber
and an even more hostile Senate in March. In the heated pre-election
atmosphere, domestic issues rather than the occupation of the Ruhr
became the bread and butter of daily debate. Poincaré, worn out by the
weeks of parliamentary obstruction, started to lose his famous resilience.
Despite the Chamber’s approval of the new tax package, the franc again
plummeted. There was panic on the exchanges, fuelled by foreign
speculators operating out of Amsterdam and involving some of the
most respected banks in central Europe. Neither the German nor the
British governments directly intervened, but both welcomed the franc’s
distress. New York and London responded to a French appeal; a dollar
credit granted by J. P. Morgan to the Bank of France helped to save the
franc. Neither the bankers nor the American government tied the loan
to France’s acceptance of the experts committees’ recommendations,
but the French were already prepared to abandon the measures hamper-
ing economic activity in the Ruhr once Germany put the new repar-
ation settlement into effect.
As France focused on the elections scheduled for 11 May, there was

no enthusiasm for higher taxes and the maintenance of the occupation
forces in the Ruhr, though the latter’s costs were covered by the
German payments. The Germans, on the contrary, were well on the
way to recovery and to a revival of public confidence. Marx’s centre-
liberal coalition was conducting business under an emergency law of
limited duration. Executive power had been ceded to General von
Seeckt, the head of the army command, whom Marx and Stresemann
as well as right-wing groups had courted in the hope of maintaining
order. The emergency law, which lasted until the spring of 1924 because
of left- and right-wing unrest, including the Hitler–Ludendorff
attempted putsch in Munich on 9 November, contained the disintegra-
tive forces in the republic but at a considerable price. The KPD, it is
true, because of its failed actions in Saxony and Thuringia, lost much of
its offensive power and was soon immobilized by internal divisions.
Until 1930 it posed no threat to the stability of the state. More worrying
was the ambiguous attitude of the Reichswehr leaders at the moment of
crisis in Bavaria, and the persistence of anti-Weimar feeling even after
Reich authority was restored. Even more dangerous to the future of the
republic were the effects of the hyperinflation on its most respectable
and law-abiding citizens, who had seen the collapse of their society and
who blamed, not wholly without reason, the erosion of their savings,
salaries, wages, and profits on elected politicians.
Fear of economic collapse and political disintegration forced

the different interest groups to support a programme of financial stabil-
ization. It was a long, piecemeal, and arduous battle for the Marx–
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Stresemann cabinet. The new Rentenmark, promised in mid-October,
was not made available until a month later, and then in restricted
quantities. At the start of November the price of bread had risen to
165 billion marks, 10,000 times its price three weeks earlier. It was only
when Hjalmar Schacht was appointed ‘currency commissioner’ on 12
November and subsequently made president of the Reichsbank that the
way was paved for a conversion of the old mark into the new currency
and that the Reichsbank ceased to print paper money. Schacht’s Gold
Discount Bank was backed by British and American credits. On 7 April
1924, in the face of new inflationary pressures, Schacht imposed an
effective credit freeze that assured the success of the currency stabiliza-
tion programme. Steps were also taken to balance the budget through
the ending of subsidies to the Rhine and Ruhr and by major cutbacks in
the civil-service sector. The introduction of a basic and hard-won
reform of the tax system forced the states and communes to try to put
their own financial houses in order. The new reforms were carried
through, not by the Reichstag but by a series of emergency decrees
using the presidential powers under Article 48 of the constitution.
A budgetary surplus was produced by the end of 1924.
Financial stabilization was a brilliant coup, but it was not without

its costs. The impact of the credit restrictions on the small and medium
business sectors of the economy was severe and had future political
implications. Much of the Nazi vote in 1930 represented these hard-
hit small farmers and small businessmen. Further, as a result of the
November action money become extremely scarce. The prospect
of very high interest rates and a new stable currency, in addition to
the possibility of an international reparations settlement, abruptly
made Germany an attractive investment prospect. New York banks
began to lend short-term on a large scale. The Reich was suddenly
awash with short-term credit, which it used for structural investment.
Borrowing short and lending long made it vulnerable to any future
financial crisis. Stabilization was achieved in dire circumstances without
international action, raising the possibility that similar action might
have been taken in 1921. Admittedly, Stresemann’s ‘Grand Coalition’
had to be sacrificed in the process. The SPD, the largest party in the
Reichstag, intent on preserving the eight-hour day, refused to join
Marx’s minority government in late November. Employers were able
to turn back the clock on some of the benefits won by labour in 1919.
The stage was set for confrontation. The stabilization failed to promote
the political consensus required for the effective functioning of the
republic. Most politicians agreed that if the stabilization programme
was to endure, a further revision of the reparation settlement was
required.
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IX

The expert committees set up by the Reparation Commission began
their work in January 1924. Washington appointed a powerful delega-
tion headed by Charles Dawes, a Chicago banker and former director of
the budget, a known Francophile and a first-rate publicist; Owen
Young, chairman of General Electric and the Radio Corporation of
America; and the Californian banker Henry M. Robinson. The Cool-
idge administration protected its position by insisting that members act
as private individuals, yet its unofficial support as well as American
financial power assured the American delegates a dominating role.
The first committee, under the chairmanship of Dawes, not only dealt
with the German budget and monetary system but also with the prep-
aration of a new reparations plan. The very precise technical details were
mainly worked out by Sir Joshua Stamp of Britain and Émile Francqui
of Belgium. The second committee soon concluded that only the
restoration of confidence in the Germany currency would stop the
flight of additional capital abroad and allow for the repatriation of
funds. Members could not agree on their estimates of German capital
exports, and so the committee proposed what they thought was a
plausible compromise figure.
The ‘Dawes plan’, produced on 9 April 1924, called for the reorgan-

ization of the German monetary system with some foreign supervision,
tax reforms, an international loan, and the appointment of an agent-
general who would administer the new system bypassing the Reparation
Commission. Germany would pay little the first two years (the payment
of 1 milliard gold marks in 1924–5 was covered by the international
loan), increasing amounts for two years, and then 2.5 milliard gold
marks for one year. From 1929 it would pay annual annuities of 2.5
milliard gold marks supplemented by a sum linked to an index of
German prosperity. These annuities were relatively modest (Germany
met each payment almost in full, thanks to the flood of American
investment) and covered all of Germany’s financial obligations under
the Versailles treaty. The Dawes plan marked a sharp de facto reduction
of the German debt. Under the London Schedule of Payments, the
Germans assumed an immediate liability of 50 billion gold marks.
The 1924 value of the Dawes plan was the equivalent to a capital sum
of 39–40 billion gold marks if the maximum sixty-four-year timetable
was maintained without change. As no one realistically anticipated such
a period of payments, the sums demanded were actually far less.32 To

32 Figures from Schuker, The End of French Predominance in Europe, 183.
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assist Germany, there would be an international loan of 800 million
marks; another 200 million marks would come from the Reichsbank.
Only half the annual standard payment would be charged to the German
budget. The rest would come from bonds issued on the assets of German
industry and the railway system, which became a public corporation
issuing bonds of its own. The bonds were on deposit at the Reparation
Commission.
Since the great inflation had virtually cancelled the national and

corporate debt of Germany, it was obvious that with these payments
the tax burden on Germany would be well below the stipulation in the
Versailles treaty that it should be commensurate with that borne by the
Allied peoples. Though it was thought that the Reich could raise 4.5
billion gold marks annually if it taxed as heavily as the British, the sum
set was only slightly more than half this figure, because the British
objected to high reparation payments. The low tax figure was blamed
on the unreliability of existing statistics and on the belief that Germany
could transfer only a part of what she raised through taxation to her
creditors abroad. As this amount could only be determined at some later
date, the sums collected were to be deposited to the account of a new
agent-general for reparations in Berlin. To facilitate their handover, a
Transfer Committee of five international experts was created who, with
the agent-general, would determine the amounts paid to the Allies. The
committee could recommend suspension of payments if the stability of
the mark was in danger. It would be an American, S. Parker Gilbert, a
former under-secretary of the Treasury, who would serve as agent-
general for reparations throughout the life of the Dawes plan. It was
believed, at least by the Americans, that the Germans would meet their
reparation bills through taxation and that the agent-general would
decide if sufficient foreign exchange was available to transfer sums to
Germany’s creditors. The transfer procedures, a problem which pre-
occupied many contemporaries, were thought essential to the success of
the new system. The creditors could take their payments in kind instead
of cash. Owen Young expected, too, that in the early years a good part
of the reparation balance would be used in Germany to be lent to credit-
short German industry. The whole idea was to provide for a variety of
options for the creditors while stimulating German recovery. It was not
anticipated that the success of the Dawes plan would depend on a
continuing flow of American money.
All the powers reluctantly approved the plan; the French and

Germans only after considerable Anglo-American pressure. Poincaré,
in particular, thought it a poor bargain for France. He had intended that
France would keep its financial and economic pledges as well as its
troops in the Ruhr until the Germans began to pay reparations. For the
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moment the occupation continued, but all his schemes to retain control
over trade and industry in the occupied territories had to be abandoned.
The Americans and British insisted on the restoration of the fiscal and
economic unity of the Reich. All restrictions on Germany’s economic
activities were to be withdrawn and were not to be reimposed except in
the case of a ‘flagrant failure’ to fulfil the Dawes conditions. Nothing
was said about sanctions against default; the decision was left to the
creditor nations. In Paris, Poincaré was isolated in his reluctance to
accept such poor terms for France. The swing against the premier,
despite Millerand’s efforts to save him, to the point of compromising
the presidential office, was irreversible. On 11 May the ‘Cartel des
Gauches’ won a massive electoral victory and Poincaré resigned. The
Radical Socialist, Édouard Herriot, who was neither radical nor social-
ist, became premier, with the support of those weary of foreign adven-
tures and anxious to concentrate on France’s domestic difficulties.
‘Herriot is the exact opposite of Poincaré’, reported the British minister
in Paris, Eric Phipps. ‘Not only, as he himself said, has he nothing up his
sleeve, but he has no sleeve.’33 Herriot took office with the declared
intention of ending the Ruhr escapade and terminating France’s revi-
sionist policies in the Rhineland. The premier’s cultural interests were as
broad as his girth, but he knew nothing about finance. He was not
served well by his quarrelling bureaucrats nor by the French metallur-
gists, who failed to develop clear-cut policies. Having already accepted
an ‘international solution’ to the reparation question, French bargaining
roomwas limited, but Herriot’s soft approach and anxiety to appease the
British resulted in unnecessary retreats. How little France achieved from
the Ruhr occupation became clear only at the summer’s London con-
ference on the Dawes plan.
The new British Labour prime minister and foreign secretary, James

Ramsay MacDonald, proved an adroit negotiator. Determined to make
a success of his first incursions into the world of diplomacy and to
demonstrate the Labour party’s capacity to rule, he rose to the challenge.
The British momentarily recaptured the initiative in European affairs
that they had lost when France marched into the Ruhr fifteen months
earlier. His success owed much to the nature of the Anglo-American
partnership. Though secretary of state Hughes took a far more active
political role in creating the conditions for the acceptance of the Dawes
plan than he, at first, anticipated, his intention throughout these months
was to leave the political manoeuvring needed to bring France and
Germany together in MacDonald’s hands, and to distance the United
States from the bargaining. The United States ‘returned’ to Europe in

33 Quoted in Schuker, The End of French Predominance in Europe, 233.
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November 1923 under the very special conditions imposed by
Washington. American experts participated in the independent expert
inquiry, but once the deliberations began, Secretary of State Hughes
returned to his policy of ‘neutrality’ underscoring that Washington
would not become a ‘dictator in the reparations policy’.34 MacDonald,
committed to proposals that would bring American financial assistance
to Europe, seized his opportunity, with Hughes’s backing, to take the
political initiative in securing French and German agreement to the
Anglo-American terms. There were many doubts about the Dawes plan
in London, but the British prime minister had Montagu Norman’s
backing and was determined on success. Admittedly, he played a double
game with the French, holding out to his socialist counterparts in Paris
the prospect of co-operation on security and war debts while knowing
that Britain would not compromise on either. During Herriot’s visit on
21–2 June to Chequers, the prime minister’s official country residence,
the French premier agreed to an economic evacuation of the Ruhr two
weeks after the German government complied with the measures out-
lined by the Dawes committee. The adverse reaction in Paris to his
surrender was so powerful that MacDonald made a high-profile visit to
the French capital to arrange for an ostensible restoration and strength-
ening of the authority of the Reparation Commission. This merely
coated the pill that Herriot would swallow when he attended the
London conference in July.
The Dawes plan proved acceptable to the Germans because it got the

French out of the Ruhr and provided relief from higher reparation
payments. Marx and Stresemann had won the restitution of German
economic sovereignty in the Ruhr and Rhineland and the much-
needed foreign credits. Though the experts avoided any discussion of
Germany’s total liability, the Dawes plan annuities marked a sharp
reduction in the German debt and left the door open, as Stresemann
calculated, to further downward revision when the higher reparations
schedule came into force. Though there were protests in Germany that
the annuities were too high, Stresemann knew that they could be
covered. Most important of all, the Americans had returned to Europe,
which Stresemann believed essential for German recovery, its reinte-
gration into Europe, and its future return to great-power status. The
Americans were delighted by the reparation breakthrough that had
always been, along with disarmament, their major aim. A settlement
had been reached, for which the Coolidge administration could take the

34 Patrick O. Cohrs, ‘The First ‘‘Real’’ Peace Settlement After the First World War:
Britain, the United States and the Accords of London and Locarno, 1923–24’, Contem-
porary European History, 12: 1 (2003).
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full credit, without any reference to the war-debt question and without
involving the United States in Europe’s political conflicts. The Ameri-
cans acting as ‘honest brokers’ had produced a workable scheme in
which they would play a continuing part, but within the limits of
what was politically practical at home. Private American investors
would carry the responsibility of underwriting European prosperity.
Among the other powers with an interest in the reparations settle-

ment, the Belgians, who worked closely with the British, had hopes of
recreating the Brussels–London–Paris links so essential for their security.
They could disentangle themselves from the Ruhr and secure their share
of the reparations payments. The Italians, who had panicked as the
occupation lengthened, needed both French and German friendship
for economic reasons. Mussolini could not afford to alienate either the
British, if his imperial aspirations were to be satisfied, or the Americans,
from whom he wanted loans and war-debt relief. As he had tried to sell
his support to each power in turn, he managed to increase distrust of
Italy in every foreign capital. A domestic political crisis in Rome
precluded an active part in the work of the Dawes committee, and the
Italians emerged from the proceedings with almost nothing.
As the terms and implementation of the Dawes plan involved changes

to the Versailles treaty, an international conference was necessary. The
London conference opened on 16 July 1924. It was here that the
continuing power struggle between France and Germany was resolved
in the German favour. For all the participants, the most hopeful aspect of
the settlement was the participation of the Americans and the promised
influx of American capital. For the first time since the peace conference,
an authorized American delegation took its place alongside the contin-
entals. The American secretary of state, the secretary of the Treasury,
and Thomas Lamont, a partner of J. P. Morgan’s, were unofficially
present to make their weight felt. In July and August Hughes himself
would take an active part in promoting a settlement, even travelling to
Berlin to encourage the Germans to compromise. American diplomats
in Europe played their part in smoothing the path to agreement. The
success of the conference, however, owed a great deal to Ramsay
MacDonald, who put the necessary political framework into place.
Without this the financiers, with whom the prime minister kept in
the closest contact, could not have used their powers to shape the final
terms of the settlement.
The relative speed of the settlement disguised the intensity of the

battle waged behind the scenes. At the conference the financial power of
the Anglo-American financiers, above all that of J. P. Morgan &
Co., was translated into political terms. Though reluctant to be drawn
into European quarrels, neither the American government nor
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Morgan’s could avoid involvement if American money was to be
mobilized for European purposes. In the later stages of the negotiations
the Morgan partners were doubtful whether the terms being discussed
were good enough to safeguard the interests of their bondholders. They
remained hesitant about selling the Dawes bonds on the American
market without further safeguards against a possible French resort to
sanctions. MacDonald found it expedient to encourage the bankers,
known for their Francophile sympathies, to press for French conces-
sions. In a memorandum presented by Lamont on 15 July, the financiers
demanded the immediate military evacuation of the Ruhr, the reduc-
tion of the powers of the Rhineland Commission, a timetable for the
Rhineland withdrawal, and an assurance that the Transfer Committee
would become the sole body competent to declare default. The Anglo-
American aim was to deprive France of any legal sanction to march
should the Germans default, and to make certain that the power over
reparation transfers and judgements of default would rest with the
Dawes plan machinery rather than with the French-favoured Repar-
ation Commission. These terms narrowed the French ability to deter-
mine or respond to any German evasion of the Dawes provisions. The
intervention by the Morgan partners, backed by indirect pressure from
Hughes on Herriot and Theunis, was the crucial factor in the subse-
quent proceedings. It was agreed that the Americans would participate
in the deliberations of the Reparation Commission when a declaration
of default was considered. If the decision was not unanimous, the
minority could appeal to an arbitration panel of three members headed
by an American. The power to consider sanctions was reserved to the
Reparation Commission, which now included a new American ‘citizen
member’. Possible action by individual states was not discussed.
Herriot battled to salvage something tangible in return for accepting

the Anglo-American terms, yet in almost every instance he lost the
struggle. The French premier, his country still under severe financial
strain, wanted to remove troops from the Ruhr but needed compensa-
tion. He wavered among various possibilities; his less-than-helpful
advisers repeatedly shifted their grounds and had no proposal ready
when the Germans arrived in London (the British and Americans had
insisted on their participation in the proceedings) demanding an imme-
diate withdrawal from the Ruhr as the price of acceptance. Direct
negotiations with the Germans, treated as full equals, began on 5
August. Pressed by MacDonald, who was highly revisionist in his
views about the origins of the Great War and considered the Ruhr
occupation immoral as well as illegal, and by his Francophobe chancel-
lor of the Exchequer, Philip Snowden, Herriot proved no match for his
‘friends’ or foes. The real turning point came when the French premier
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was faced by what was, in effect if not in form, an ultimatum from the
Morgan partners, who were at the same time discussing the French
financial position in Paris, that France should abandon its rights to impose
physical sanctions on Germany in case of a German default. Once the
French were forced to give way on this issue, J. P. Morgan and Lamont
travelled to the continent to convince bankers to take up their projected
share of theDawes loan. In order to get the French government to coerce
their reluctant bankers, Morgan warned the minister of finance that
Morgan’s would not float the promised $100 million loan in New York
unless the Paris bankers co-operated. The partnership betweenMorgan’s,
theBankof England, and theBritish government left the Frenchwith few
alternatives. Herriot agreed to evacuate the Ruhr within a year after the
Dawes plan went into operation, without securing any quid pro quo.
There was a crisis in the final days of the conference when Stresemann,
aided by MacDonald, tried to push Herriot into further shortening the
evacuation. Primed by Norman, Snowden suddenly intervened and
threatened to force Herriot’s hand by revealing the Morgan terms for
the Dawes loan. Lamont successfully blocked this blackmail attempt,
which would have placed the onus of failure on the bankers.
The French found it difficult to secure any financial or economic

benefits from the Ruhr evacuation. The British insisted on the Spa
percentages of 1920 and the settlement of French war debts. In London,
Seydoux and Clémentel proposed to Stresemann a trade agreement that
would be linked to a more rapid evacuation timetable for the Ruhr.
Their proposals had been foreshadowed in the earlier attempts of the
Comité des Forges to capitalize on the Ruhr occupation. The German
metallurgists had rejected these overtures in the spring of 1924; they
proved equally averse to the more modest suggestions that they join a
rail or steel cartel organized by France. The Germans had everything to
gain by waiting, as they began to recover from the Ruhr debacle and
turned their attention to the rationalization of their industries. The
French were under time pressure; the five-year Versailles treaty protec-
tions would run out in 1925 and the lack of coke and markets would put
the Lorraine producers at a disadvantage. The Clémentel–Seydoux
proposals were a last-minute affair; the French industrialists proved
unable and unwilling to suggest a concrete programme and, as usual,
the French bureaucrats quarrelled among themselves. Stresemann, des-
pite warnings from the German industrialists, was willing to bargain for
a shortening of the evacuation timetable. It was the French who aban-
doned their efforts in the face of domestic doubts and strong criticism
from the British and Belgians. Stresemann was content to let the matter
rest. The French would resume the talks only after the Germans had
recovered their full sovereignty and economic strength.
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On the related problem of the Rhineland, Herriot started out with
more pieces on the board than he played. MacDonald wanted to with-
draw the tokenBritish force as soon as possible, but preferred towait until
the French and Belgians agreed to total evacuation. Nor did the Germans
want the British to leave until the other occupying forces followed suit.
Herriot could have demanded concessions, but he was so fearful of losing
Britain’s support that he accepted that the Rhineland withdrawal clock
had already started to run, despite Germany’s failure to fulfil the terms of
the Versailles treaty. To save something for France, he insisted that the
British evacuationof theCologne sector be linked toGerman compliance
with the disarmament terms following a report from the Inter-Allied
Military Control Commission (IMCC). Even here, he gained little.
The IMCC, which had been withdrawn from Germany during the
Ruhr crisis, was to be disbanded after its final investigation was con-
cluded.ALeagueofNations committee had established general principles
for themilitary surveillance of the ex-enemy countries, and this seemed a
possible way for the former Allies to keep an eye on German action
without the moral opprobrium attached to the IMCC. There was, in
truth, little France could do about German rearmament once it lost the
ability to impose treaty sanctions. The German military had already
trained, in one fashion or another, about half-a-million men since the
Versailles treaty was signed. Quite apart from clandestine rearmament,
assisted by the Soviets, the building up of heavy industry for export
purposes provided the industrial potential needed for modern warfare.
France’s military leaders acquiesced in Herriot’s decision to wind up the
control commission, knowing that no League committee, without the
intelligence network of the IMCC, could create an effective inspection
system. Even the IMCC could do little more than record and report
German evasions. It issued a critical interim report inDecember 1924 and
theAllies agreed to postpone theCologne evacuation.By the time its next
report of 15 February 1925 giving details of German evasions was re-
ceived, the Locarno negotiationswere underway and thewhole question
seen in a new framework. Led by Britain, the Allies agreed to Strese-
mann’s demands that the Cologne zone evacuation begin in January
1926, thoughGermany had not fulfilled the treaty’s disarmament clauses.
During the London conference Herriot raised the possibility of a

defensive pact; his vague security proposals were hardly taken seriously
by a Labour government set against any form of further continental
involvement. An attempt to use the League for the same purpose was
blocked by a similar, if more disguised, British veto. The London
agreements left France more exposed than she had been before the
Ruhr invasion. She could no longer, in practical terms, look to an
extended occupation of the Rhineland or a reoccupation of the Ruhr
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as a means of coercing Germany. The Reparation Commission was
effectively bypassed by the new Dawes structure, further reducing
French influence. Having proved unable to revise the 1919 settlement
in its favour, France possessed fewer pawns to maintain her existing
European position. MacDonald set the tone at the final plenary session
of the conference. ‘We are now offering the first really negotiated
agreement since the war’, he observed. ‘This agreement may be
regarded as the first Peace Treaty, because we sign it with a feeling
that we have turned our backs on the terrible years of war and war
mentality.’35 While the German delegates might have rejoiced at such
words, the implicit repudiation of Versailles could not sit well with the
French. The 1919 pattern of European relations had been broken, and
remained to be rearranged.

X

The London agreements revealed that France could not enforce or revise
the terms of the Treaty of Versailles without British support. It may be
that the French lacked the drive and the emotional reserves to pursue an
independent policy in Europe. Drained by the experience and costs of
the war, its electorate was unwilling to make the financial sacrifices that
such a policy entailed. No one was prepared to carry the tax bill that
would have made American loans unnecessary. The ambitious plans of
France’s wartime leaders had little appeal for a tired generation. Insofar as
the reparation battle was a political struggle for power, the outcome was
determined by the Anglo-American intervention. The French inability
to capitalize on theRuhr evacuationmeant that it lost the chance to build
on the position that Clemenceau had won in 1919.
The British had thrown their weight against Poincaré’s policies. No

British statesman would allow France to increase its power at the
expense of Germany and alter the Versailles balance in its favour.
However distrustful of Germany, most British politicians (the military
leaders thought differently) argued that the security and prosperity of
Europe depended on the recovery of Germany. The policy of appease-
ment had limits; the British would not sever the Anglo-French connec-
tion, but they exaggerated French power and underestimated the
German capacity for recovery. This British misreading of the power
equation contributed to Germany’s continental dominance, which was
not what London intended. In the background was the fear, particularly
in the Curzon Foreign Office, that if thwarted the Germans would
make common cause with the Russians, threatening both the European

35 Quoted in Schuker, The End of French Predominance, 383.
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equilibrium and Britain’s all-important imperial interests. After Genoa
the British concentrated on bringing Germany into the western fold as
the foil to the Rapallo connection. Between 1919 and 1925 Britain’s
statesmen used their considerable diplomatic skills to try to create a
balance that would not require their constant intervention. Their influ-
ence depended as much on French and German weakness as on Britain’s
global strength. Insofar as Britain’s power in Europe depended on its
financial role (it was still a major world exporter of capital) and its naval
and imperial supremacy, the first two were sustained through arrange-
ments with the United States, a country unwilling to fully exploit its
potential power or to take responsibility for maintaining the peace of
Europe. The temporary partnership with the Americans in mid-decade
allowed the British to enhance their position beyond their actual power.
Gustav Stresemann had taken the first successful step in subverting the

Versailles treaty. The country owed much to his realism, skill, and
ruthlessness. Germany had survived the Ruhr occupation and the follies
of passive resistance. It had succeeded in restoring its threatened unity
and sovereignty. It won, in the Dawes plan, the much-desired revision
of the peace treaty’s reparation clauses and was free to benefit from the
ending of its temporary restraints on trade and commerce. German
aspirations remained unsatisfied; even the moderates argued that the
Dawes proposals were an onerous burden that had to be accepted to free
the Ruhr and Rhineland. Stresemann looked forward. He saw how
Germany’s economic assets could be used to enlist Anglo-American
support for future treaty revision. Stresemann’s main aim was, in the first
instance, to free German soil from all foreign occupiers. Only then
could he plan for the achievement of more far-reaching revisionist
aims. The former believer in the stab-in-the-back myth would focus
not on Germany’s former military prowess but on its ability to exploit
the more open-ended diplomatic situation.
The massive infusion of American capital into Europe was to high-

light the differentials in financial and economic power between the
United States and the states of Europe. The Dawes loan bonds were
over-subscribed within fifteen minutes of the market openings. The
subsequent demand for German bonds went far beyond the Dawes
stabilization loan. American lending to Germany soared during the
summer of 1925. American bankers waxed enthusiastic about condi-
tions for investment; foreigners were encouraged to borrow money in
the United States by low interest rates. A multitude of small competing
firms broke the Morgan monopoly, and the restraints and controls once
imposed by that powerful firm disappeared in the resulting scramble.
Lending peaked in the middle of 1927, after which the deceleration in
long-term borrowing was followed by a sharp upturn in short-term
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loans. The more responsible bankers warned of the danger of over-
lending, but neither they nor the American government could control
the avalanche. The Commerce Department under Herbert Hoover
moved to have the administration restrict the volume of German loans;
their efforts were vetoed by the State and Treasury departments, unwill-
ing to pass official judgement on private investments. To protect existing
bondholders, the Americans became committed to a continuing and
virtually uncontrolled flow of capital into Germany as long as the market
appeared attractive to would-be lenders. The burden of restriction was
shifted to the German government, which proved unwilling to take the
inevitable economic and political risks of direction. Bondholder interest
in the viability of the German economy was only one aspect of the
continuing American involvement in European matters; the war-debt
issue remained on the agenda, as well as the question of disarmament.
The post-Dawes flood of capital and goods across the Atlantic and the rise
of direct investment meant that the reconstructed financial systemwould
rely heavily on American participation. American capital became ‘one of
the motors of European prosperity’.36 The ‘golden age’ which Montagu
Norman predicted for his own country never arrived. Symbolically, the
new mark was based on the dollar and not on the pound.
It was the American financial intervention in 1924 that allowed

Britain, at no expense to itself, to change the Versailles balance and
adjust the European scales in the German direction.Washington felt that
it had done all that was necessary to safeguard American interests and to
promote the European peace. It had ‘depoliticized’ the reparations
question. The influx of private American capital would promote the
economic stabilization of Europe that would lead, in turn, to a new and
more satisfactory political equilibrium. The Republication administra-
tion was proud of its success; it saw no reason to depart from the policies
that had served the country so well. Europe’s political problems, in fact,
had not been solved. It would be left to the Europeans to construct the
political edifice that American money had made possible
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—— Frohn, Axel, and Heideking, JÜrgen (eds.),Genoa, Rapallo and European
Reconstruction in 1922 (Cambridge, 1991). Esp. the chapter by Stephen A.
Schuker.

Fischer, Conan, The Ruhr Crisis 1923–1924 (Oxford, 2003).
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wärtigen Amtes für die Staatssekretäre Ago Freiherr von Maltzan und Dr.
Carl von Schubert’, unpublished mss. (1987).

T H E PR IMACY O F ECONOM I C S 255

C
op

yr
ig

ht
 ©

 $
{D

at
e}

. $
{P

ub
lis

he
r}

. A
ll 

rig
ht

s 
re

se
rv

ed
.


