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PREFACE 

HERE are collected the croakings of twelve years 
. —the croakings of a Cassandra who could never 

influence the course of events in time. The 
volume might have been entitled “Essays in 
Prophecy and Persuasion,” for the Prophecy, un- 
fortunately, has been more successful than the 
Persuasion. But it was in a spirit of persuasion 
that most of these essays were written, in an 
attempt to influence opinion. They were re- 
garded at the time, many of them, as extreme 
and reckless utterances. But I think that the 
reader, looking through them to-day, will admit 
that this was because they often ran directly 
counter to the overwhelming weight of con- 
temporary sentiment and opinion, and not be- 
cause of their character in themselves. On the 
contrary, I feel—reading them again, though I 
am a prejudiced witness—that they contain 
more understatement than overstatement, as 
judged by after-events. That this should be 
their tendency, is a natural consequence of the 
circumstances in which they were written. For 
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2. The CAPACZTY OF GERMANY TO PAY 

REPARATIONS (I9I9) 

It is evident that Germany's pre-war capacity 
to pay an annual foreign tribute has not been 
unaffected by the almost total loss of her 
colonies, her overseas connections, her mercan- 
tile marine, and her foreign properties, by the 
cession of ten per cent of her territory and 
population, of one-third of her coal and of 
three-quarters of her iron ore, by two million 
casuaIties amongst men in the prime of life, by 
the starvation of her people for four years, by 
the burden of a vast war debt, by the deprecia- 
tion of her currency to less than one-seventh 
its former value, by the disruption of her allies 
and their territories, by Revolution at home 
and Bolshevism on her borders, and by all the 
unmeasured ruin in strength and hope of four 
years of all-swallowing war and final defeat. 

All this, one would have supposed, is evident. 
Yet most estimates of a great indemnity from 
Germany depend on the assumption that  she is 
in a position to conduct in the future a vastly 
greater trade than ever she has had in the past. 

For the purpose of arriving at a figure it is 
of no great consequence whether payment takes 
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the form of cash (or rather of foreign exchange) 
or is partly effected in kind (coal, dyes, timber, 
etc.), as contemplated by ‘the Treaty. In any 
event, it is only by the export of specific com- 
modities that Germany can pay, and the method 
of turning the value of these exports to account 
for Reparation purposes is, comparatively, a 
matter of detail. 

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

In the year I 913 Germany’s imports 
amounted to £538,000,000 and her exports to 
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£505,000,000, exclusive of transit trade and 
bullion. That is to say, imports exceeded 
exports by about £33,000,000. O n  the aver- 
age of the five years ending I9I3, however, her 
imports exceeded her exports by a substanti- 
ally larger amount, namely, £74,000,000. It  
follows, therefore, that more than the whole 
of Germany’s pre-war balance for new foreign 
investment was derived from the interest on 
her existing foreign securities, and from the 
profits of her shipping, foreign banking, etc. 

-As  her foreign properties and her mercantile 
marine are now to be taken from her, and as 
her foreign banking and other miscellaneous 
sources of revenue from abroad have been 
largely destroyed, it appears that, on the pre- 
war basis of exports and imports, Germany, so 
far from having a surplus wherewith to make 
a foreign ‘payment, would be not nearly self- 
supporting. Her  first task, therefore, must 
be to effect a readjustment of consumption and 
production to cover this deficit. Any further 
economy she can effect in the use of imported 
commodities, and any further stimulation of 
exports will then be available for Reparation. 

Let us run over the chief items of export: 
( I )  Iron goods. In view of Germany’s loss 
of resources, an increased net export seems 
impossible and a large decrease probable. 
( 2 )  Machinery. Some increase is possible. 
(3) Coal and coke. The value of Germany’s 
net export before the war was £22,000,000; 
the Allies have agreed that for the time being 
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20,000,000 tons is the maximum possible 
export with a problematic (and in fact) im- 
possible increase to 40,000,000 tons at some 
future time; even on the basis of 20,000,000 
tons we have virtually no increase of value, 
measured in pre-war prices; whilst, if this 
amount is exacted, there must be a decrease of 
far greater value in the export of manufactured 
articles requiring coal for their production. 
(4) Woollen goods. An increase is impossible 
without the raw wool, and, having regard to 
the other claims on supplies of raw wool, a 
decrease is likely. (5) Cotton goods. The  
same considerations apply as to wool, (6) 
Cereals. There never was and never can be 
a net export. (7) Leather goods. The  same 
considerations apply as to wool. 

W e  have now covered nearly half of Ger- 
many's pre-war exports, and there is no other 
commodity which formerly represented as 
much as 3 per cent of her exports. In what 
commodity is she to pay? Dyes?—their total 
value in I9I3 was £10,000,000. Toys? 
Potash?— I9I3 exports were worth £3,000,000. 
And even if the commodities could be specified, 
in what markets are they to be sold?—re- 
membering that we have in mind goods to 
the value not of tens of millions annually, 
but of hundreds of millions. 

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

without being foolish, and suppose that after 
a time Germany will be able, in spite of the 
reduction of her resources, her facilities, her 
markets, and her productive power, to in- 
crease her exports and diminish her imports 
so as to improve her trade .balance altogether 
by £100,000,000 annually, measured in pre- 
war prices. This adjustment is first required 
to liquidate the adverse trade balance, which 
in the five years before the war averaged 
£74,000,000; b u t  we will assume that after 
allowing for this, she is left with a favourable 
trade balance of £50,000,000 a year. Doubling 
this to allow for the rise in post-war prices, 
we have a figure of £100,000,000. Having 
regard to the political, social, and human 
factors, as well as to the purely economic, 
I doubt if Germany could be made to pay this 
sum annually over a period of 30 years; but 
it would not be foolish to assert or to hope that 
she could, 

Such a figure, allowing 5 per cent for 
interest, and I per cent for repayment of 
capital, represents a capital sum having a 
present value of about £1700 million. 

I reach, therefore, the final conclusion that, 
including all methods of payment—immedi- 
ately transferable wealth, ceded prsperty, and 
an annual tribute—£2,000,000,000 is a safe 

Let us put our guess as high as we can 
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maximum figure of Germany’s capacity to 
pay. In all the actual circumstances, I do not 
believe that she can pay as much. 

There is only one ead under which I see a 
possibility of adding to the figure reached on 
the line of argument adopted above; that is, 
if German labour is actually transported to 
the devastated areas and there engaged in 
the work of reconstruction. I have heard 
that a limited scheme of this kind is 
actually in view. The  additional contribution 
thus obtainable depends on the number of 
labourers which the German Government 
could contrive to maintain in this way and 
also on the number which, over a period of 
years, the Belgian and French inhabitants 
would tolerate in their midst. In any case, 
it would seem very difficult to employ on the 
actual work of reconstruction, even over a 
number of years, imported labour having a net 
present value exceeding (say) £250,000,000; 
and even this would not prove in practice a net 
addition to the annual contributions obtainable 
in other ways. 

A capacity of £8,000,000,000 or even of 
£5,000,000,000 is, therefore, not within the 
limits of reasonable possibility. It is for 
those who believe that Germany can make an 
annual payment amounting to hundreds of 
millions sterling to say in what specific com- 
modities they intend this payment to be made, 
and in what  markets the goods are to be sold. 
Until they proceed to some degree of detail, 
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and are able to produce some tangible argu- 
ment in favour of their conclusions, they do 
not deserve to be believed. 

I make three provisos only, none of which 
affect the force of my argument for immediate 
practical purposes. 

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

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

Third: I assume that there is no revolution- 
ary change in the yield of Nature and material 
to man’s labour. It  is not impossible that the 
progress of science should bring within our 
reach methods and devices by which the whole 
standard of life would be raised immeasurably, 
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and a given volume of products would repre- 
sent but a portion of the human effort which 
it represents now. In  this case all standards 
of “capacity” would be changed everywhere. 
But the fact that all things are possible is no 
excuse for talking foolishly. 

It is true that in I 870 no man could have 
predicted Germany’s capacity in I 9 IO. W e  
cannot expect to legislate for a generation or 
more. The  secular changes in man’s economic 
condition and the liability of human forecast to 
error are as likely to lead to mistake in one 
direction as in another. We cannot as reason- 
able men do better than base our policy on the 
evidence we have and adapt it to the five or ten 
years over which we may suppose ourselves to 
have some measure of prevision; and we are 
not at fault if we leave on one side the extreme 
chances of human existence and of revolutionary 
changes in the order of Nature or of man’s 
relations to her. The  fact that we have no 
adequate knowledge of Germany’s capacity to 
pay over a long period of years is no justifica- 
tion (as I have heard some peopIe claim that 
it is) for the statement that she can pay ten 
thousand million pounds. 

Why has the world been so credulous of the 
unveracities of politicians? If an explanation 
is needed, I attribute this particular credulity 
to the following influences in part. 

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

But those who look into the matter more 
deeply are sometimes misled by a fallacy, much 
more plausible to reasonable persons. Such a 
one might base his conclusions on Germany’s 
total surplus of annual productivity as distinct 
from her export surplus. Helfferich’s estimate 
of Germany’s annual increment of wealth in 
I93I was £400,000,000 to £425,000,000 (ex- 
clusive of increased money value of existing 
land and property). Before the war, Germany 
spent between £50,000,000 and £100,000,000 
on armaments, with which she can now dis- 
pense. Why, therefore, should she not pay 
over to the Aliies an annual sum of £500,000,000? 
This puts the crude argument in its strongest 
and most plausible form. ’ 

But there are two errors in it. First of all, 
Germany’s annual savings, after what she has 
suffered in the war and by the Peace, will fall 
far short of what they were before, and, if they 
are taken from her year by year in future, they 
cannot again reach their previous level. The 
loss of Alsace-Lorraine, Poland, and Upper 
Silesia could not be assessed in terms of surplus 
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productivity at less than £50,000,000 annually. 
Germany is supposed to have profited about 
£100,000,000 per annum from her ships, her 
foreign investments, and her foreign banking 
and connections, all of which have now been 
taken from her. Her  saving on armaments is 
far more than balanced by her annual charge 
for pensions now estimated at  £250,000,000,¹  
which represents a real loss of productive cap- 
acity. And even if we put on one side the 
burden of the internal debt, which amounts to 
240 milIiards of marks, as being a question 
of internal distribution rather than of pro- 
ductivity, we must still allow for the foreign 
debt incurred by Germany during the war, the 
exhaustion of her stock of raw materials, the 
depletion of her live-stock, the impaired pro- 
ductivity of her soil from lack of manures and 
of labour, and the diminution in her wealth 
from the failure to keep up many repairs and 
renewals over a period of nearly five years. 
Germany is not as rich as she was before the 
war, and the diminution in her future savings 
for these reasons, quite apart from the factors 
previously allowed for, could hardly be put at 
less than ten per cent, that is £40,000,000 
annually. 

These factors have already reduced Germany’s 
annual surplus to less than the £100,000,000 at 

¹ T h e  conversion at par of 5000 million marks overstates by 
reason of the existing depreciation of the mark, the present money 
burdcn of the actual pensions payments, but not, in all prob- 
ability, the real loss of national productivity as a result of the 
casualties suffered in the war. 
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which we arrived on other grounds as the maxi- 
mum of her annual payments. But even if the 
rejoinder be made, that we have not et allowed 
for the lowering of the standard of li e and com- 
fort in Germany which may reasonably be im- 
posed on a defeated enemy, there is still a 
fundamental fallacy in the method of calcula- 
tion. An annual surplus available for home 
investment can only be converted into a surplus 
available for export abroad by a radical change 
in the kind of work performed. Labour, while 
it may be available and efficient for domestic 
services in Germany, may yet be able to find no 
outlet in foreign trade. W e  are back on the 
same question which faced us in our examina- 
tion of the export trade—in what export trade 
is German labour going to find a greatly in- 
creased outlet? Labour can only be diverted 
into new channels with loss of efficiency, and a 
large expenditure of capital. The annual sur- 
plus which German labour can produce for 
capital improvements at home is no measure, 
either theoretically or practically, of the annual 
tribute which she can pay abroad. 

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