THE CRUX OF THE REPARATIONS PROBLEM

BY PROFESSOR M. J. .BONN

[The oulstanding incident in Europe at present writing is the collapse of German and
Austrian exchange, which the Pdris correépondent'of the Westminster Gazette believes
portends Germany’s speedy bankruptcy That fear is shared in most financial circles of

Europe.

Professor Bonn, of Munich, is a distinguished economtst who has been associated .

with the German commission dealing with this question.]

From the English Review, November

THE international economic situation
is characterized to-day by the fact that
the war has greatly increased the indus-
trial productive capacity of the world,
while at the same time power of con-
sumption has greatly diminished. The
balance between the production of agri-
cultural foodstuffs and raw materials,
already seriously disturbed since the be-
ginning of the century, has been com-
pletely overturned; to mention- Russna
is sufficient.

This great reduction of purchasmg

power is aggravated by the deprecia-

tion of the exchanges. A depreciating
exchange is in the long run equivalent
to reduced purchasing power of the
country suffering from it; it is offset to a
limited extent by the stimulus it is giv-
ing to exports. This being so, a balance

might be reached automatically by a -

nation’s foreign commitments being re-
duced and her foreign assets being in-
creased; and a stabilization of the for-
eign exchanges might be brought about,
if at the same time inflation were to
come to a standstill.

As far as Germany is concerned, the
Reparations obligations make this
automatic settlement impossible. The
settling of a Reparations debt is, broad-
ly speaking, equivalent to an adverse
balance of payment. .The country con-
cerned must pay more to other coun-
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tries than she receives from them. This’
can only be done if she has a favorable -
balance of trade, or considerable invisi-- .
ble exports. Germany. has neither to--
day. She has an-adverse balance of -
trade, and no invisible exports. Quite -
the contrary, she is indebted to foreign
countries, quite apart from her Repara~ -
tions obligations: - There are great ob-"
stacles blocking the way to a favorable
balance of trade. Most debtor coun-
tries — and a country paying Repara--
tions is a debtor country which has not -
had the use of the capital it is debited
with for productive purposes — have
been - so-called young countries; i.e.,-
agricultural countries, with great possi-
bilities for development. They could
easily reduce their imports by diminish-
ing their consumption of manufactured
goods,and quiteas easily increase their.
exports, consisting of foodstuffs and
raw materials.

Germany is an old industrial country.
She cannot reduce her imports to any
great extent, for she can only live and
produce when receiving grain, fat, rub-

‘ber, cotton; wool, and so on. She can-

not even exclude ‘articles de luxe,” be-
cause France does not want to lose her
market.. She can scarcely increase her
exports on the scale needed, as her ex-
ports are mainly competitive. Her fall-
ing exchange, among other ‘causes, en-
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ables her to undercut her competitors;
insist on payment, but prevent her
from making it. They block her mar-
kets by tariffs,anti-dumping legislation,
and exclusion. They refuse her the
most-favored-nation treatment, insist-
. ing rightly that a depreciating currency
is unfair competition, and they force
her to make unfair compétition by de-
preciating her currency.

The fall of the exchanges, it is said, is.

due merely to inflation, brought about
by unsound financial methods. But
there is no strict parallel between the
issue of bank notes and the present rate
of exchange. The dollar cost 100 marks
early in 1920, when 40 billion notes were

issued; it fell to nearly 40 in-the follow-

ing months, though the note issue in-
- creased steadily; it stood between 50
. and 80 in spring 1921, when the note is-
sue had gone up to 70 billions, and- it
rose to 100 and more when the effects of-
the payments of the first billion for
" Reparationswere felt. Anditwentdown
from about 125 to 195 inside a week,
when the German public realized the
gravity of the League of Nations’ deci-
sion about Upper Silesia. No doubt
there is a close connection between
Reparations payments and note issue.
- As things are at present, the German
Government must issue Treasury bills
to finance Reparations. These Treas-

ury bills are bought by the Reichsbank

with newly issued notes.” With these
notes Government has to buy the for-
eign bills needed for Reparations pay-
ment. ' :
These Reparations payments. bring
about an increased primary'demand for

foreign exchange. This unsettles the -

exchange, and immediately a secondary
demand sets in. For the high cost of
the foreign exchanges increases the de-
mand for foreign bills instead of dimin-
ishing it.  Every German business man
indebted abroad buys gold-exchange for.

her competitors are her creditors. They
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fear of a higher rise later on, when his
payment falls due; every importer of
raw material or foodstuffs lays in for-
eign currencies in some form or other, so
as to be quite sure to be able to get his

goods at a price no higher than that

ruling to-day. These are followed by
the flock of speculators, many of them
mere exchange gamblers, but others
frightened investors, who want to save
some of their money from the deprecia-

tion of the mark. The flight from the -

mark sets in, 2.e., the desire of German
investors to. provide against further
shrinkage of their capital; it is due to-
day mainly to the fall of the exchange,
and through its vehemence it brings
about a further. depreciation: :

Until lately, this tendency was some-
what balanced by a strong.counteract-
ing movement. Foreigners bought Ger-
man stocks and shares and German real
estate. They purchased huge quantities -
of German bank notes, and opened con-
siderable accounts with German banks.
These people prevented the decline of
the mark for a long time; they offered,
so-to speak, gold credits to Germany,
being willing to run -the risk of being -
paid- back in paper marks later on,
when the mark has recovered; and they
acted quite unconsciously as the saviors
of international economics.

Since the payment of the first mil-
liard for Reparations has thoroughly
broken the resistance of the market,
this movement has come to a kind of
standstill. New investments are not
sufficient to absorb the German offers
of marks; there is even a danger that
these old investments may be with-

" drawn as their owners get-frightened.

Large quantities of ‘frozen’ marks-are
‘thawed’ and are flooding the market.
The panic following the Upper Silesia
decision has shown clearly that there is
no further strong resistance on that ac-
count to the downgrade movement.
This)downward movement cannot
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come to a standstill, for whenever things
have settled down somehow, a. new
Reparations installment falls due, and
exchange tends to a new lower level. A
big — transitory — premium is given
to German exports; valuta-dumping
begins afresh, disturbing foreign mar-
kets; tariff legislation is introduced,
anti-dumping Bills are passed, or if al-
ready in existence are being applied.
German imports are forbidden. Prices
rise in Germany, and another step in
the social revolution, destroying the
" old-established somety m’ Central Eu-
' rope, is reached.

Is there a way out of it?

The stabilization of the exchange has
often been mentioned as such. How-
ever, stabilization is not yet needed.
There is no necessity to fix the relation
of the German mark to gold at the pres-
ent low level; but there isthe necessity
of preventing it from falling to a still
lower level. It ought to be steadied;
minimalization of the mark might be
the right word. It ought not to fall be-
low a certain level, but it ought to have
a chance to rise above it. If such a
level could be found, an international
banking agreement would be needed to
maintain it, so that a sufficient amount
of dollars or pounds could always be
had at the price fixed. If that could
be done, there would no longer be any
bear speculation. There would be no
further valuta-dumping, and conse-
quently no need for anti-dumping leg-
islation, and no further violent fluctu-
ations in prices in Germany. . -

Many experts doubt the efficiency of
such a measure. Inflation, they say,
must stop first, and this can be only
done if no more notes are printed to
make up the deficit. In my humble
opinion they are putting the cart be-

- fore the horse. As long as there is no
_ ‘minimalization,” no German Budget

will ever balance. When the dollar is at
" 42 marks, it.costs 10 billion marks pa-

“issue of new notes.
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per to pay one billion marks gold; when
it rises to 126 it-costs 30, at 170 it will
be 40. Under these conditions, the def-
icit in Germany is almost an automatic
function of the fluctuations of the ex-
change, for the cost of the Services must
rise parallel to them, while the revenue

. does not increase at the same rate. How-

on earth is a. Chancellor of the Ex-
chequer to budget for such fluctuations?
He can scarcely reduce expenses by
strict economy. The most important
item, Repara.tlons, cannot be reduced;
and its payment forcing on- inflation
must depreciate money and’ swell the
account.

Sound finance is impossible W1thout
the fixing of a minimum. As long as the
paper currency goes on depreciating, no
long term loans can be placed in Ger-
many, for the investor who, when the
dollar costs 50 marks, lends the Govern-
ment 1000 marks or 20 dollars, is sure
to lose the purchasing power of 10 dol-
lars when the dollar. goes up to 100
marks: There is ample paper money .
looking for investment in Germany, the
boom on the Stock Exchange shows
that clearly enough. But no one will in-
vest inlong term Government securities;
the deficit must be met by Treasury
bills, and Treasury bills are paid by the
When there is no
risk of a further fall of the mark, — but
the chance of a rise, — long term an-
nuities could be floated, preparatory
means for the balancing of the Budget
could be carried, and this aim could be
ultimately achieved. But this can be
done only if the heavy list of the Ger-
man payments is adjusted. Stabiliza-
tion or minimalization is impossible as
long as the balance of payment is get-
ting more adverse every month. You
cannot adjust the balance of a pair ol
scales by adding new weight to the one
already overcharged. The empty scale
must either be filled or the other scale
must -be hghtened
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There are two ways of doing this.
"The yearly Reparations payments
might simply be reduced so as to be
within the limits of Germany s capacity
to pay. I am not going to discuss this
question.- The Allies, especially France
and Belgium, are depending on their
payments. Moreover, it is almost im-
possible to state Germany’s real ca-
“pacity, things being as they are. But
there is not the slightest doubt that the
present payment is far beyond her
present strength. This being so, the
further spreading of economic anarchy
arising from Reparations can-only be
prevented by a part of the payments of
Germany being deferred. In the Jan-
guage of finance, they must be ‘funded’
and added to the capital to be paid
later on. If this were done, the effect-on
Germany’s present balance of payment
and on her exchange would be very re-
markable. It is just such a measure-as
. the United States Treasury applied to-
“ward their Allies when postponing the
payment of interest until after April
1922. It did not settle the question of
indebtedness, but it did save the ex-

'change for the time being.
. But the nations entitled to German
: payments, especially France, are not in
“a position to'postpone their demands
and to'become deferred creditors. They
- want the money immediately. If the
German exchange is to have a chance of
* recovery, somebody else must advance
‘the cash with which she can pay France.
Now the only country in a position to
" do this is the United States. But the
United States is not likely to do it. In
fact, they are now askirg for thé pay-
iment of interest from their Allies, which
so -far has been deferred. They are
simply sick of Europe just now, and not
inclined to throw good money after
bad. "Their leading men. realize the
seriousness of the sntuatlon, but they
tell . us - that pubhc opxmon in the
United States is not ripe for such an
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active policy. I am sure that they are
right, but I know, too, that Europe
is over-ripe and cannot stand much
more maturing. Moreover, postpone-
ment can only settle the problem if the
debtor’s recovery: is such as to. enable-
him at a future day to pay. his original
debt plus accrued interest. ‘Will such
day ever come for Germany and will it
come soon?

France cannot be satlsﬁed with an-
nual payments; she wants their- capi-
talized value. The German annuity is
supposed to be sufficient at present to
pay 5 per cent interest and 1 per cent
sinking-fund on about 50 billion gold
marks. These 50 billion 5 per cent gold
bonds have been handed to the Allies.

“France would like to place her share on

the stock market. It is not very easy to
do so at present. The rate of interest
for all loans is very high; and the credit
of Germany under the present circum-
stances is not very good. If the Allies
succeeded at all, the bonds could only
be placed very much below par; or, in
other words, Germany has to pay a
very high rate of interest, while France
gets.only. a very moderate amount of
capital. Ona 10 per cent basis the mar-
ket value of the.50 billions is probably
only 25 billions. Germany is crushed,
and Franceis not saved. Apart fromall
political complications, the high rate of
interest is the crux of the Reparations
problem. - There has been "such an
enormous destruction of capital that
the tangible savings of the world are
inadequate for the regular expansion of

" business and for floating the capitalized

value of the Reparations payments.
"‘During the war, ‘the capital needed
for carrying on was largely provided by
a_policy of ‘fiat money.” Loans were
floated,.not so much by the transfer of
existing- capltal from its owners to the
State, but by the. creation of artificial
credit:- The result was inflation, with
all its dire consequences. If the scarcity
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of capital alluded to above really exists,
the international financial problem, ac-
cording to my view, cannot be solved
‘by applying to the stock market. The
capitalists are not capable or not willing
to provide the funds needed at reason-
able terms, and the debtors, especially
Germany, are unable to pay interest.
Recourse must be had to the issue of
some sort of paper money.

This money must, of course, be in-
ternational. It must be accepted at its
face value by all Governments or all
Tt must-be Government
‘money only, 7.¢., it ought not to be legal
tender in private life. But it might be
used as a special reserve against which
the different Governments or the dif-
ferent banks could issue bank notes or
certificates. Its total amount ought to
be limited, and it would bée redeemed at
fixed dates. By the creation of such in-
ternational money — it might be called
gold certificates — the Reparations
question might be solved.

A definite fixed sum — let us say the
50 billion marks gold.of the Ultimatum
— might be handed over to the Allied
Governments in the proportion in which
they are entitled to reparation. These
certificates could be used for the paying
off of foreign debts, for purchases or
loans abroad, or as reserve for note is-
sues at home. These might be called
reconstruction notes.
be bound to redeem annually a certain
proportion of these gold certificates in
gold marks, by handing ‘in. gold bills
created by the sale of German goods.
The amount dué annually and the date
of the payments could be settled in ac-
cordance with her capacity to pay, and
with the inclination of the other nations
to accept her commodities. The total
sum could be issued in- different slices,
so that the amount of uncovered certifi-
cates would never be too great. France
would receive cash, which she could use
to clearoff her international obligations,

"Germany would.
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therebyeasingand fixing her exchanges.
England and the United States would
be the ultimate receivers of the bulk of
these certificates. In case they did not
want to use them for payments or loans
abroad or for the issue of corresponding
currency at home, they would have to
keep them in their vaults until redeem-
ed. During that period they would get
no interest on them, but they would get
back their capital. They would thus
incur some loss, but it would be much
smaller than the loss arising from a

-scheme of-canceling-inter-allied- debts.._.

which would deprive England and the.
United States of interest and capital as
well. They would gain markets, for ex-
change would not decline any longer
below a certain point, and they would
get rid of German competition due to
shocks of exchange. Germany’s yearly
payments:- could be greatly. reduced.
The payment to France of 10 billions
on the Ultimatum plan necessitates the
payment of about- 1 billion a: year for
30.years: the redemption of 10 billion
certificates within 30. years could be
done by a yearly payment of about 333
millions. The necessity of German ex-
ports, and with it the necessity of ad-
mitting German imports, would be re-
duced correspondingly. The “further
depreciation -of the German exchange
can be stopped, and the way to stabili-
zation may be prepared. .
I am very well aware of the crudlty
of the scheme .outlined, and. of- the
dangers of inflation. . But the problem
seems to me this: Shall we incur a cer-
tain.-amount of limited and regulated
international inflation by the issue of
international paper, which will be fund-
ed bye-and-bye as the resources of the
world increase; or shall we continue —
nay, even-force on — national inflation,
until the financial life of Central Eu=
rope is beyond recovery and until eco-
nomic dissolution will follow ﬁnanc1al

anarchy?
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If there is enough capital in the world
to save the situation, some plan ought
to be devised to solve the problem on
the basis of existing capital;-if there is
not, the fiction of making money
which has been used during the war for
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destructive national purposes ought to
be used for constructive international
aims. But something must be done,
and thatsomething must be done boldly;
for the sands are running out with
ala.rmmg rapidity.

EVASIVE TEUTONS

BY JOSEPH LOUSSERT

From L’Europe Nouvelle, November 19
(Faence LiBERAL FOREIGN-AFFATRS WEBELY)

Tue German Government resents
the charge that its policy has been ex-
pressly designed to bring about a dis-
astrous fall in the value of the mark, for
the purpose of obtaining a revision of
Reparations claims. I do not ques-
tion the personal sincerity of Chancellor
Wirth. But we have too good reason
to know that public policies do not al-
ways follow the intentions of those who
guide them, and that concessions must
be made to powerful interests outside

-the Government. Six months have now
elapsed since Germany yielded to our
last ultimatum, and not a pfennig of
new taxes has been voted by the Reichs-
tag. Not a step has been taken toward
providing for the new burdens on the
treasury or even for meeting the enor-
mous deficit which previously existed.
Is it not suspicious that since the ac-
ceptance of that.ultimatumi by Ger-
many, its Minister of Finance, who
should have been a vigorous leader in
devising means for complying with its
provisions, has been practically de-

prived of his authority? When people:

cite the fact that the currency of Poland
and of Austria is still more depreciated

than that of Germany, they forget that
neither of those countries has experi-
enced the industrial prosperity which
Germany has of late enjoyed. Neither
have their business men been able to
pile up millions and millions of deposits
in foreign banks. .And even were we in-
clined to attribute Germany’s situation
to mere inertia, and to the disposition
of its public men to shirk responsibility,

“would we not be brought to a pause by

the vociferous way in which certain
interests in that country have proclaim-
ed the ‘mark at two pfennig’ as the
doom of the whole Reparations policy?

There is no escaping the fact that
Germany is itself at fault for the col-
lapse of the mark. Beyond all question
a combination of private interests and
of short-sighted Machiavellism has
propagated the opinion in certain cir-
cles that, by ruining the currency, Ger-
many might evade. its Reparations
debts. We should bear in mind, how-
ever, that the preponderant opinion in
Germany is quite aware of the folly of.
such a course. Most Germans see clear-
ly that the decline of the mark, instead
of freeing their country from.its bur-



